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Announcement 
34-10547 Quarterly reporting on Form 10-Q 
Interpretive release on Form 10-Q 
reporting under the Exchange Act. 


Enforcement 


34-10557 The Bolton Group, Ltd., Park Securi- 


ties Inc., et al. 

Two Regulation A suspensions 
ordered along with Broker-Dealer 
proceedings against Park and 
others, alleging violation of anti- 
fraud and other provisions of the 
Federal securities laws. 

LR-6171 Marvin S. Bernstein, et al. 
David R. Nemelka enjoined, upon 
consent, from further violation of 
registration and anti-fraud pro- 
visions; accounting and surrender 
of securities ordered. 

LR-6172 Abitron Corporation, et al. 
Injunctive complaint filed against 
Abitron and others to enjoin al- 
leged violations of registration and 
anti-fraud provisions. 

LR-6174 General Host Corp., et al. 
Final judgment of permanent in- 
junction and mandatory relief 
ordered against General Host and 
its Board Chairman. 


Rules 
33-5443 Amendment to Guide 22, new 
Guide 1, proposed 
Revision of proposed amendment 
of Guide 22 of the Guides for 
Registration Statements under the 
Securities Act and of proposed 





adoption of Guide 1 for Reports 
and Registration Statements under 
the Exchange Act. 

33-5444 Rule 238, proposed 
Comments sought on revised pro- 
posed Rule 238 under the 1933 
Act relating to a Section 3(b) 
exemption for offerings of securi- 
ties created through the writing or 
endorsement of put or call options. 

33-5445 Regulation S-X, proposed 
Revision of Rule 4-07 and amend- 
ment of Rule 4-02 of Regulation 
S-X relating to consolidated fin- 
ancial statements. 

34-10550 Rule 9b-2, proposal revised 
Comments sought on revised pro- 
posed Rule 9b-2 under the Ex- 
change Act concerning disclosure, 
suitability of recommendations, 
Reporting and Net Capital Require- 
ments of Brokers and Dealers in 
Option Transactions. 

34-10551 Rule 3a12-4, proposed 
Defining Whole Loan Mortgages as 
Exempted Securities for purposes 
of Subsections (a) and (c) (3) of 
Section 15; Rescission of Rule 15a- 
1. 

34-10552 Rule 9b-1, adopted 
Rule prohibits Exchange trans- 
actions in options except in ac- 
cordance with procedures permit- 
ted by the Commission; Chicago 
Board Options Exchange, Inc. op- 
tion plan declared effective pur- 
suant to rule. 
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SECURITIES ACT OF 1933 
Release No. 5443/December 12, 1973 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 10549/December 12, 1973 


NOTICE OF REVISION OF PROPOSED AMENDMENT 


TO GUIDE 22 OF THE GUIDES FOR PREPARATION 
AND FILING OF REGISTRATION STATEMENTS 
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UNDER THE SECURITIES ACT OF 1933 AND RE- 
VISION OF PROPOSED ADOPTION OF GUIDE 1 TO 
THE GUIDES FOR PREPARATION AND FILING OF 
REPORTS AND REGISTRATION STATEMENTS UNDER 
THE SECURITIES EXCHANGE ACT OF 1934. (FILE 
NO. S7-463) 


(Comment Period Expires January 25, 1974) 


On December 18, 1972 in Securities Act Release No. 5342 
(Securities Exchange Act Release No. 9913, 38 Fed. Reg. 
1748 (1973)) the Commission issued for public comment a 
proposed amendment to Guide 22, “Summary of Earn- 
ings,” of the Guides for Preparation and Filing of Regis- 
tration Statements (Release No. 4936 as amended) under 
the Securities Act of 1933 ("Securities Act”) and a further 
proposal to adopt Guide 1, "Summary of Operations,” of 
Guides for Preparation and Filing of Reports and Registra- 
tion Statements under the Securities Exchange Act of 1934 
("Exchange Act”). These proposals would have required 
disclosure to clarify and explain the financial information 
called for by the Summary of Earnings and Statement of 
Income items of certain forms under the Securities Act, 1/ 
and similar summaries required by certain forms under the 
Exchange Act. 2/ Disclosure also would have been re- 
quired “whenever there are nonoperating sources of revenue, 
expense or income. . . which in the aggregate have, a 
material impact on net income...” Many commentators 
stated that it would be difficult to comply with such a re- 
quirement since there is no clear understanding of the 
difference between operating and non-operating sources of 
revenue, expense or income. Other commentators suggested 
that the proposal should include a definitive disclosure 
standard rather than a standard based on “all matters which 
have a material impact on reported results.” 


The Commission believes these comments have merit and 
has decided to revise its December 18, 1972 proposals (a) 
to require an explanation of material changes in the amount 
and source of operating as well as non-operating revenues 
and expenses; (b) to include a more definitive disclosure 
standard based on financial data percentage changes in the 
revenue and expense items of the summary; and (c) to make 
other changes including expanding the list of examples of 
the types of events requiring disclosure in response to the 
Guides. Interested persons are being given the opportunity 
to submit additional comments not later than January 25, 
1974. 


The relevant forms under the Securities Act presently pro- 
vide in part that, in addition to the columnar presentation 
of summary financial data, registrants must supply infor- 
mation of material significance to investors in appraising the 
results shown. The Commission currently proposes to 
amend Guide 22 to clarify the type of supplementary in- 
formation and data to be included in order to enable in- 
vestors to appraise the quality of the earnings reported in 
the summary. The relevant forms under the Exchange Act 
also provide in part that registrants must supply information 
of material significance to investors in appraising the report- 
ed results of operations. In order to apply disclosures simi- 
lar to those required by Guide 22, as amended, to filings 
under the Exchange Act, the Commission further proposes 
to adopt a new Guide 1 for Preparation and Filing of Re- 
ports and Registration Statements under the Exchange Act. 
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The Commission has long recognized the need for narrative 
explanation of financial statements. Over the years the 
rules under the various securities acts have been amended a 
number of times to require additional narrative disclosure 
of complex financial transactions. Securities Act Guide 22 
and Exchange Act Guide 1, if amended and adopted as 
proposed herein, would require an introductory narrative 
explanation of the Summary of Earnings and Summary of 
Operations whenever clarification is needed to enable in- 
vestors to appraise the quality of earnings. Investors 
should understand the extent to which accounting changes, 
as well as changes in business activity, have affected the 
comparability of year to year data and should be in a 
position to assess the source and probability of recurrence 
of net income (or loss). Thus, whenever there are material 
changes in the amount and source of revenues and ex- 
penses, including tax expenses, or changes in accounting 
principles or methods or their application that have a ma- 
terial effect on net income, or if whenever management 
believes that historical earnings are not indicative of pre- 
sent or future earnings, an appropriate analysis and ex- 
planation would be required. 


It should be noted that the disclosures proposed would be 
in addition to “Information as to Lines of Business” called 
for by Item 9(b) of Form S-1 and Item 5(b) (1) of Form 
S-7 under the Securities Act and similar disclosure required 
by Item 1(c) (1) of Forms 10 and 10-K under the Exchange 


‘Act. 


The text of the revised proposed amendments to Securities 
Act Guide 22 is set forth below, with changes from the 
existing Guide italicized and deletions bracketed. Revised 
proposed Exchange Act Guide 1 is also set forth below. 


Guide 22 Summary of Earnings 

(Note: This Guide applies to the items of the registration 
forms under the Act that provide for a Summary of Earn- 
ings, Statement of Income, Summary Financial Data, or 
Condensed Financial Information, i. e. Forms S-1, S-7, 
S-8, S-9 S-11 and S-14) 


The content of the summary of earnings is specified in 
general in the instructions to the pertinent items of the 
form. The necessity of disclosing items in addition to those 
specified in such instructions will depend upon the cir- 
cumstances. These instructions cannot, of course, cover all 
situations which may arise nor is it practicable to set forth 
a statement of policy deaiing specifically with all possible 
situations. The existence of any unusual conditions af- 
fecting the propriety of the presentation and the necessity 
for the inclusion of an additional previous period should 
be considered. 


To enable investors to understand and evaluate material 
periodic changes in the various items of the summary of 
earnings, such summary should include an introductory 
tex tual statement explaining (1) material changes in the 
amounts of the items of revenues and expenses, and (2) 
changes in accounting principles or practices or in the 
method of their application that have a material effect on 
the comparability of net income. The purpose of this intro- 
ductory paragraph is to provide investors with management's 
analysis of the financial data included in the summary 
through a discussion of the causes of material changes in the 
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items of the summary and of disclosure of the dollar amount 
of such changes and the effect of such changes on the re- 
ported results for the applicable periods. This discussion is 
necessary to enable investors to assess the source and pro- 
bability of recurrence of earnings (losses). If any facts are 
known to management at the time the summary is prepared 
which would indicate that the historical earnings are not in- 
dicative of present and future earnings, these facts should 
be discussed. While it is not feasible to specify all subjects 
which should be discussed in the introductory paragraph, 
the following are examples which registrants should con- 
sider in making disclosure: 


~ 


. Material changes in product mix or in the relative profit- 
ability of lines of business; 


2. Material changes in advertising, research, development, 
product introduction or other discretionary costs; 


3. The acquisition or disposition of a material asset other 
than in the ordinary course of business; 


4. Material extraordinary and unusual charges or gains, 
including charges associated with discontinuation of 
operations; 


5. Material changes in the assumptions underlying deferred 
costs and the plan for amortization of such costs; 


6. Material changes in assumed investment return and in 
actuarial assumptions used to calculate contributions to 
pension funds; and 


7. The closing of a material facility or other material inter- 
ruption, or completion of a material contract, or any 
event that will materially reduce revenue in subsequent 
periods. 


For purposes of this Guide, a change would normally be 
material if any income or expense item set forth in the 
summary, or any items listed under Rule 12 - 16 of Regu- 
lation S - X , increased or decreased by more than 10 percent 
as compared to the prior period or if a change in account- 

ing principles or methods or their application results in an 
increase or decrease in net income or loss of 5 percent or 
more. In applying these standards, each increase, decrease, 
or change should be considered separately. 


There may be circumstances under which an item does not 
meet the foregoing standards but because of the particular 
circumstances it is material to an understanding of the sum- 
mary. In such event, appropriate disclosure should be made. 


When the text of the prospectus contains a discussion of 
factors indicating an adverse change in operating results 
subsequent to the latest period included in the summary of 
earnings, the [summary] introductory statement should 
call attention to the change [in a footnote] and refer to 
the place in the prospectus where it is discussed. 


Guide 1. Summary of Operations 
The content of the summary of operations is specified in 


generai in the instructions to the pertinent items of the 
form. The necessity of disclosing items in addition to those 






specified in such instructions will depend upon the circum- 
stances. These instructions cannot, of course, cover all 
situations which may arise nor is it practicable to set forth 
a statement of policy dealing specifically with all possible 
situations. The existence of any unusual conditions affec- 
ting the propriety of the presentation and the necessity for 
the inclusion of an additional previous period should be 
considered. 


To enable investors to understand and evaluate material 
periodic changes in the various items of the summary of 
operations, such summary should include an introductory 
textual statement explaining (1) material changes in the 
amounts of the items of revenues and expenses, and (2) 
changes in accounting principles or practices of in the 
method of their application that have a material effect on 
the comparability of net income. The purpose of this 
introductory paragraph is to provide investors with manage- 
ment’s analysis of the financial data included in the sum- 
mary and of disclosure of the dollar amount of such changes 
and the effect of such changes on the reported results for 
the applicable periods. This discussion is necessary to en- 
able investors to assess the source and probability of recur- 
rence of earnings (losses). If any facts are known to 
management at the time the summary is prepared which 
would indicate that the historical earnings are not indica- 
tive of present and future earnings, these facts should be 
discussed. While it is not feasible to specify all subjects 
which should be discussed in the introductory paragraph, 
the following are examples which registrants should con- 
sider in making disclosure: 


1. Material changes in product mix or in the relative pro- 
fitability of lines of business; 


2. Material changes in advertising, research, development 
product introduction or other discretionary costs; 


3. The acquisition or disposition of a material asset other 
than in the ordinary course of business; 


4. Material extraordinary and unusual charges or gains, 
including charges associated with discontinuation of 
operations; 


5. Material changes in the assumptions underlying defer- 
red costs and the plan for amortization of such costs; 


6. Material changes in assumed investment return and in 
actuarial assumptions used to calculate contributions 
to pension funds; and 


7. The closing of a material facility or other material inter- 
ruption, or completion of a material contract, or any 
event that will materially reduce revenue in subsequent 
periods. 


For purposes of this Guide, a change would normally be 
material if any income or expense item set forth in the sum- 
mary, or any items listed under Rule 12 - 16 of Regulation 
S- X, increased or decreased by more than 10 percent as 
compared to the prior period or if a change in accounting 
principles or methods or their application results in an 
increase or decrease in net income or loss of 5 percent or 
more. In applying these standards each increase, decrease 
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or change should be considered separately. 


There may be circumstances under which an item does not 
meet the foregoing standards but because of the particular 
circumstances it is material to an understanding of the sum- 
mary. In such event, appropriate disclosure should be made 


When the text of the prospectus contains a discussion of 
factors indicating an adverse change in operating results sub- 
sequent to the latest period included in the summary of 
operations, the introductory statement should call attention 
to the change and refer to the place in the prospectus where 
it is discussed. 


All interested persons are invited to submit their views and 
comments on the foregoing proposal to amend Securities 
Act Guide 22 and adopt Exchange Act Guide 1, in writing 
to the Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549, on or before January 25, 1974. 
Such communications should refer to File No. S7-463. All 
such communications will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Forms S-1, S-7, S-8, S-9, S-11 and S-14. 


2/ Summary of Operations required by Item 2 of Forms 
10 and 10-K. 





SECURITIES ACT OF 1933 
Release No. 5444/December 13, 1973 


PUBLICATION FOR PUBLIC COMMENT OF REVISED 
PROPOSED RULE 238 UNDER THE SECURITIES ACT 
OF 1933 RELATING TO AN EXEMPTION UNDER 
SECTION 3(b) OF SUCH ACT FOR OFFERINGS OF 
SECURITIES CREATED THROUGH THE WRITING OR 
ENDORSEMENT OF PUT OR CALL OPTIONS. FILE NO. 
S7-477 


The Securities and Exchange Commission today published 
for comment a revised version of proposed Rule 238 under 
the Securities Act of 1933 ("Act”). The original version 
was published in Securities Act Release No. 5366 (February 
8, 1973). The purpose of the proposed rule is to provide 
an exemption from registration under Section 3(b) of the 
Act for certain securities created through the writing or 
endorsement of put or call options. In pertinent part, Sec- 
tion 3(b) provides that the Commission may: 


add any class of securities to the securities exempted 
as provided in this section, if it finds that the 
enforcement of this title with respect to such 
securities is not necessary in the public interest 

and for the protection of investors by reason of the 
small amount involved or the limited character of 
the public offering; but no issue of securities shall be 
exempted under this subsection where the aggregate 
amount at which such issue is offered to the public 
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exceeds $500,000. 


The Commission's action in connection with proposed Rule 
238 is taken in conjunction with the publication for public 
comment of revised proposed Rule 9b-2 under the Securities 
Exchange Act of 1934 ("Exchange Act”). Securities Ex- 
change Act Release No. 10550 (December 13, 1973). That 
rule specifies standards of suitability to be applied to cus- 
tomers who deal in options; it requires disclosure to cus- 
tomers by brokers and dealers of the nature of options and 
the risks associated therewith; and it requires endorsers of 
options to report their transactions and maintain a certain 
minimum level of net capital. 


The Commission announced on November 14, 1973 that 
it has under study and is requesting written and oral public 
comments on various questions that have arisen in connec- 
tion with the interest expressed by several exchanges in 
using their facilities for option trading. (Securities Ex- 
change Act Release No. 10490, November 14, 1973). 
Certain of the basic areas of inquiry specified in the Com- 
mission’s Release about option trading in general have re- 
levance to proposed Rule 238. The Commission intends to 
consider the public comments received in response to Re- 
lease No. 10490 in connection with any final action it may 
take with respect to proposed Rule 238. 


As revised herein, the proposed rule may afford an exemp- 
tion for options in which the writer does not have a long 
Nosition at the time the option is written or does not con- 
tinue during the term of the option to have a long position 
in the underlying security -- i.e., in which the option is an 
“uncovered option.” The matter of uncovered options is 
one of the subjects to be considered in the public proceed- 
ings called for in Securities Exchange Act Release No. 
10490 and information about uncovered options arising 
from those proceedings may result in modification of pro- 
posed Rule 238. Notwithstanding this proceeding, public 
comment is specifically invited in the context of this re- 
lease on the question of whether proposed Rule 238 should 
afford an exemption for uncovered options. 


The Commission recognizes that put and call options have 
been written and traded for many years without registra- 
tion under the Act and that the Commission has not pro- 
mulgated a special form for such registration nor generally 
taken action to enforce the registration provisions of the 
Act. In view of the above, and due to the increased in- 
vestor interest in options generally, the Commission has 
undertaken this action. 


The principal changes in proposed Rule 238 from the 
version published in Release No. 33-5366 involve certain 
requirements as to the nature of the issuer of the under- 
lying security, requirements relative to the markets and 
prices of such security and a provision that the proposed 
rule will not be available for limited price options. 


Proposed Rule 238 does not purport to be an exclusive 
rule. If available, other statutory exemptions from regis- 
tration may be relied on for the writing and endorsement 
of put and call options. 


PROVISIONS AND CONDITIONS OF THE PROPOSED 
RULE. 















Proposed Rule 238 exempts from registration options, and 
endorsements thereof, which provide that the holder there- 
of may purchase a security from (cali) or sell a security to 
(put) the writer of the option, provided all the conditions 
of the rule are met. If the writer and endorser are different 
persons each should assure that all the conditions of the 
rule are met, both with respect to the writing of the option 
and the endorsement. While the proposed rule would afford 
an exemption from the registration requirements of the 
Act, it affords no exemption from the antifraud provisions 
thereof. 


The provisions and conditions of the revised proposed rule 
are as follows: 


Definition of the term “Option” -- Limited Price Options 
Excluded 


Anew definition of the term “option” is included in the 
revised proposed rule and that definition applies only for 
purposes of the rule. The new definition defines the term 
as including any put, call, straddle or other option or pri- 
vilege of buying or selling a specified number of securities 
at a specified price from or to another person without 
being bound to do so, on or prior to a specified date. The 
definition also states that the term shall not include any 
option or privilege which by its terms may terminate prior 
to such specified date upon the occurrence of a specified 
event. 


The Commission notes that a number of the public com- 
ments on proposed Rule 238 discussed the appropriateness 
of the proposed rule’s providing an exemption for limited 
price options or expiration price options. The rule as 
originally proposed for comment would have been available 
for sales of such securities. In brief, such options involve a 
feature by which the option terminates prior to the stated 
term in the event the market price of the underlying security 
reaches a specified level. The Commission has revised the 
proposed rule by including a provision in the definition of 
the term “option” which, in effect, eliminates the proposed 
exemption for these options, because, with the limited 
information available to it, the Commission at this time 
does not have a basis for making the findings requisite to 
the promulgation of an exemptive rule under Section 3(b) 
for such securities. The Commission particularly invites 
comments on this point. 


Nature of the Issuer of the Underlying Security. 


With respect to requirements pertaining to the issuer of the 
underlying security, proposed Rule 238, as revised, would 
exempt options on any security the issuer of which: (1) is 
subject to the reporting requirements of Section 13 or 
15(d) of the Exchange Act; (2) has filed an annual report 
under such Act; (3) has filed the most recent annual report 
required to be filed under such Act; and (4) has filed any 
other reports or documents required to be filed since the 
end of the last fiscal year pursuant to Sections 13, 14 or 
15(d). The above requirements need not be met if the 
issuer of the underlying security is an insurance company 
subject to certain state-administered reporting requirements 
a specified in Section 12g(2) (G) of the Exchange Act. 
Since banks subject to Section 12(i) of the Exchange Act 
do report pursuant to Section 13, securities issued by them 


might be the subject of a Rule 238 option if the other con- 
ditions of the proposed rule are met. Proposed Rule 238 
would not exempt any option written upon an option 
registered on the Chicago Board Options Exchange since 
those listed*options have been exempted by Commission 
order from (i.e. are not “subject to”) the reporting pro- 
visions of Sections 13 and 15(d) of the Securities Exchange 
Act. Securities Exchange Act Release No. 10483 (No- 
vember 7, 1973). 


The proposed rule as previously published would have ex- 
empted only options on securities registered or deemed 
registered on a national securities exchange or listed on the 
OTC Margin Stocks list. 


Nature of the Underlying Security. 


In addition to the above requirements relative to the issuer 
of the underlying security, the proposed rule requires that 
at the time the option is written and endorsed the under- 
lying security must be either (a) registered or deemed 
registered pursuant to Section 12(f) (6) of the Exchange 
Act on a national securities exchange or (b) quoted by at 
least five market makers on the automated quotation sys- 
tem of a national securities association registered under 
Section 15A of the Exchange Act. These requirements 
apply at the time the option is written and endorsed. 


An additional requirement regarding the underlying security 
is that such security must have a price of $5 or more per 
share or unit, as determined by reference to: (1) the clo- 
sing price on the principal national securities exchange on 
which the security is registered, on the last preceding day 
on which a sale occurred on such exchange, or (2) if the 
security is not so registered, the closing representative bid 
on the preceding business day on, the automated quota- 

tion system of a national securities association registered 
under Section 15A of the Exchange Act. 


Calculation of the $500,000 Limitation. 


The rule requires aggregation of certain put or call options 
to determine whether the $500,000 limitation of Section 
3(b) is satisfied. However, there are separate criteria for 
writers and endorsers. With respect to the writer, the gross 
proceeds received by him from the sale of the option and 
all related options (as defined in the rule) written by such 
writer, shall not exceed $500,000. With respect to the 
endorser, the gross proceeds reveived by all writers from 
the sale of the option and all related options (as defined in 
the rule) that are endorsed by the same endorser, shall not 
exceed $500,000. An option is deemed related to another 
option: (a) if both such options are puts for the same 
security, or both such options are calls for the same 
security; and (b) if both such options expire in the same 
calendar month. For purposes of the rule a call shall not 
be deemed to be related to a put, whether or not they are 
sold separately or as a component of combinations of puts 
and calls such as spreads or straddles. 


To elaborate upon the requirements discussed in the pre- 
ceding paragraph, it may be noted that to determine which 
options would be “related” and thus aggregate, three 
elements in/tia//y must be present: (1) the option being 
written or endorsed, and other options to be aggregated, 
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must all be either puts or calls; (2) such options must per- 
tain to the purchase or sale of the same security; and (3) 
such options must expire in the same calendar month. It 
should be noted that gross proceeds of all options meeting 
the above criteria and written by the same writer shall be 
aggregated to determine whether the $500,000 limitation 

is met. Also, gross proceeds received by all writers from the 
sale of options meeting the above criteria and endorsed by 
the same endorser shall be aggregated to determine whether 
such limitation is met. Accordingly, an endorser would be 
responsible for assuring that it will not endorse related 
options, written by one or more writers, in which such 
writers’ gross proceeds exceed the $500,000 limit. Also 

a writer would be responsible for assuring that his gross 
proceeds on related options written by him, regardless of 
the identity of his endorsers, do not exceed the $500,000 
limit. 


Further, as previously published, the proposed rule did not 
specify what options would be included and excluded in 
calculating the $500,000 limitation. Accordingly, the rule 
has been revised to include related options sold pursuant to 
any other exemption or in violation of Section 5(a) of the 
Act and to exclude options registered under the Act. 


Nature of the Writer. 


The writer of an option for which proposed Rule 238 may 
be available shal; not be: (1) the issuer of the security 
underiying the option; nor (2) a person that, directly or 
indirectly, controls, is controlled by, or is under common 
control with the issuer of such security; nor (3) an under- 
writer, as that term is defined in Section 2(11) of the Act 
with respect to such security. 


The same three concepts discussed in the preceding para- 
graph were set forth in the proposed rule as previously 
published. 


Nature of the Endorser. 


The option must be endorsed by a broker or dealer regis- 
tered as such under Section 15 of the Exchange Act. Fur- 
ther, an option shall not be deemed to be endorsed unless 
such broker or dealer agrees that it will carry out all of the 
obligations of the writer of the option in accordance with 
the terms and conditions thereof in the event the option is 
exercised in accordance with such terms and conditions 
and the writer fails to perform such obligations. 


The provision concerning endorsements specified in the 
revised rule differs from that in the previously proposed 
rule in that a phrase has been added to make clear that the 
endorser’s obligations to perform arise only upon the wri- 
ter’s failure to perform. 


The text of the revised proposed Rule 238 follows with 
marks to reflect the changes from the proposed rule as pub- 
lished in Release No. 33-5366. Additions to the proposed 
rule are italicized. 


Rule 238. EXEMPTION FROM REGISTRATION FOR 
CERTAIN OPTIONS AND ENDORSEMENTS 


(a) Definition. For purposes of this rule only, the term 
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“option” includes any put, call, straddle or other option or 
privilege of buying or selling a specified number of securi- 
ties at a specified price from or to another person, without 
being bound to do so, on or prior to a specified date, but 
such term shall not include any option or privilege which 
by its terms, may terminate prior to such specified date 
upon the occurrence of a specified event. 





(b) Securities Exempted. Subject to the terms of this 
rule, options as defined herein, and endorsements thereo; 
shall be exempt from registration under the Act, provided 
all of the following conditions are met: 


(1). Nature of the Issuer of the Underlying Security. The 
issuer of the security which may be purchased or sold upon 
exercise of the option, at the time the option is written and 
endorsed: 


(A) Is subject to the reporting requirements of Section 13 
or 15(d) of the Securities Exchange Act of 1934; 


(B) Has filed an annual report pursuant to such require- 
ments; 


(c) Has filed the most recent annual report required to be 
filed pursuant to such requirements; and 


(D) Has filed any other reports or documents required to 
be filed since the end of its last fiscal year pursuant to 
Sections 13, 14 or 15(d) of such Act; 


Provided however, the above requirements in this sub- 
paragraph (1) need not be met if the issuer of the under- 
lying security is an insurance company subject to Section 
12(g) (2) (G) of such Act. 





(2). Nature of the Underlying Security. The security 
which may be purchased or sold upon exercise of the op- 
tion, at the time the option is written and endorsed: 


(A) Is either registered or deemed registered pursuant to 
Section 12(f) (6) of the Securities Exchange Act of 1934 
on a national securities exchange; or is quoted by at least 
five market makers on the automated quotation system of 
a national securities association registered under Section 
15A of the Securities Exchange Act of 1934; and 


(B) Had a closing price of $5 or more on the last pre- 
ceding day on which a sale occurred on the principal 
national securities exchange on which such security is 
registered; or, if the security is not so registered, had a 
closing representative bid of $5 or more on the preceding 
business day on an automated quotation system of a 
national securities association registered under Section 15A 
of the Securities Exchange Act of 1934; 


(3). Calculation of the $500,000 Limitation. 


(A) Neither the gross proceeds received by the writer } 
from the sale of the option being sold and of all related 
options written by such writer, nor the gross proceeds re- 
ceived by all writers from the sale of the option being sold 
and of all related options that are endorsed by the same 
endorser, exceeds $500,000. An option shall be deemed to 
be related to the option being sold if such other option: 


















— = 


15A 





(i) is a put, if the option being sold is a put, or is a call, if 
the option being sold is a call, for the purchase or sale of 
the same security; and (ii) has an expiration date in the 
same calendar month as the expiration date of the option 
being sold. 


(B) Gross proceeds on related options sold in reliance 
upon any exemption other than this rule, or sold in vio- 
lation of Section 5(a) of the Act, shall be included in com- 
puting the $500,000 limitation. 


(C) Gross proceeds on related options registered under the 
Act shall not be included in computing the $500,000 
limitation. 


(4). Nature of the Writer. The writer of the option is not: 


(A) The issuer of the security which may be purchased or 
sold upon exercise of the option; nor, 


(B) A person that, directly or indirectly, controls, is con- 
trolled by, or is under common control with the issuer of 
the security which may be purchased or sold upon exercise 
of the option: nor, 


(C) An underwriter, as that term is defined in Section 2(11) 
of the Act, with respect to the security which may be pur- 
chased or sold upon exercise of the option. 


(5). Nature of the Endorser. The option is endorsed by a 
broker or dealer who is registered as such under Section 15 
of the Securities Exchange Act of 1934. An option shall 

not be deemed to be endorsed unless thereby such broker 

or dealer agrees that it will carry out all of the obligations 

of the writer of the option in accordance with the terms 

and conditions thereof in the event the option is exercised 

in accordance with such terms and conditions and the writer 
fails to perform such obligations. 


The foregoing action is taken pursuant to the Securities 
Act of 1933, particularly Sections 3(b) and 19(a) thereof. 


All interested persons are invited to submit their views on 
the proposed rule, in writing, to George A. Fitzsimmons, 
Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549, to be received on or before 
February 1, 1974. All such communications will be avail- 
able for public inspection and should refer to File No. 
$7-477. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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Release No. 10556/December 13, 1973 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 






Release No. 18216/December 13, 1973 


INVESTMENT COMPANY ACT OF 1940 
Release No. 8137/December 13, 1973 


NOTICE OF PROPOSAL TO RESCIND RULE 4-07 AND 
AMEND RULE 4-02 OF REGULATION S-X RELATING 
TO CONSOLIDATED FINANCIAL STATEMENTS 
(S7-502) 


The review of financial statements filed by registrants en- 
gaged in diverse financial activities which are subject to the 
provisions of Rule 4-07 of Regulation S-X 1/ indicates a 
need for reconsideration of the limitations on consolidated 
financial statements found in that rule. Consequently, the 
Commission proposes rescission of Rule 4-07, thereby 
eliminating the restriction on consolidation of subsidiaries 
engaged in financial and nonfinancial activities contained 
in Rule 4-07(b). Financial statements of companies with 
subsidiaries engaged in financial and nonfinancial activities 
will be subject to the general provision of Rule 4-02(a) that 
in presenting consolidated financial statements a registrant 
shall follow “principles of inclusion or exclusion which 
will clearly exhibit the financial position and results of 
operations.” 


Concurrently, it is proposed to amend Rule 4-02 by the 
addition of paragraph (e) which would require supporting 
statements for certain consolidated subsidiaries. This is 
similar to the present requirements of Rule 4-07. 2/ 
Similar information should be included in an annual report 
to stockholders although some details may be omitted or 
some condensation made as deemed suitable. 


A subparagraph is proposed for addition to Rule 4-02(a) to 
prevent consolidation of bank and other subsidiaries which 
must be divested under provisions of the Bank Holding 
Company Act of 1956 as amended in 1970. 


The following action is specifically proposed: 
1. Rescission of Rule 4-07 of Regulation S-X. 


2. Amendment of Rule 4-02(a) of Regulation S-X by 
addition of the following subparagraph (3) -- 


(3) Any subsidiary or group of subsidiaries which must be 
divested in accordance with provisions of the Bank Hold- 
ing Company Act of 1956 as amended. 


3. Amendment of Rule 4-02 of Regulation S-X by addition 
of the following paragraph (e) -- 


(e) Separate audited financial statements shall be pre- 
sented for each subsidiary or each group of subsidiaries 
engaged in the business of life insurance, fire and casualty 
insurance, securities broker-dealer, finance, savings and 
loan, or banking, including bank related finance activities; 
provided, however, that: 


(1) If the parent’s and the parent’s other subsidiaries’ pro- 
portionate share of total assets or total sales and revenues 
(after intercompany eliminations) of a subsidiary or a group 
of subsidiaries in the same business exceeds 90 percent of 
consolidated assets or consolidated sales and revenues, then 
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separate financial statements need not be presented for the 
subsidiary or group of subsidiaries. 


(2) Separate financial statements may be omitted for one 
or more subsidiaries or groups of subsidiaries in the same 
business if all subsidiaries and groups of subsidiaries for 
which statements are omitted, considered in the aggregate 
as a single subsidiary, would not constitute a significant 
subsidiary. 


All interested persons are invited to submit their views and 
comments on the foregoing proposal concerning Rules 

4-02 and 4-07 of Regulation S-X in writing to the Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549, on or before February 1, 1974. Such communica- 
tions should refer to File No. S7-502. All such communi- 
cations will be available for public insssection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ The rule was included in the general revision of Regu- 
lation S-X adopted on June 23, 1972 (Accounting Series 
Release No. 125) and was intended to clarify the condi- 
tions under which consolidated statements would be per- 
missible and not permissible. It replaced former Rules 
4-09, 4-10 and 4-12 which related to insurance companies, 
bank holding companies and banks. 


2/ Although information concerning nonfinancial activities 
is not specifically required, such information may be given 
if deemed appropriate by the registrant. The Financial 
Accounting Standards Board is considering the matter of 
reporting by diversified companies including the extent of 
disclosure of information about the different segments. 
These requirements will be reconsidered when a statement 
on this matter is adopted by the FASB. 





SECURITIES ACT OF 1933 
Release No. 5446/December 14, 1973 


Admin. Proc. File No. 3-4256 
In the Matter of 


COMTECH VENTURE FUND, INC. 
One Investment Place 

Suite 202 

Baltimore, Maryland 

(24W-3104) 


NOTICE THAT INITIAL DECISION HAS BECOME 
FINAL 


In these proceedings pursuant to Rule 261 of Regulation A 
under the Securities Act of 1933, no petition for review of 
the initial decision of the administrative law judge with 
respect to Comtech Venture Fund, Inc. has been filed. The 
time for filing any such petition has expired, and the Com- 
mission has not determined to review the issues with respect 
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to Comtech on its own initiative. 


Accordingly, notice is hereby given, pursuant to Rule 17/(f) 
of the Commission’s Rules of Practice, that the initial deci- 
sion of the administrative law judge with respect to Com- 
tech has become the final decision of the Commission. 


The order contained in that decision permanently suspen- 
ding the exemption from registration, pursuant to Regu- 
lation A under the Securities Act of 1933, of a proposed 
public offering of 100,000 shares of Comtech common 
stock at $5 per share is hereby declared effective. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 10543/December 7, 1973 


Admin. Proc. File No. 3-4110 
In the Matter of 


IMH SECURITIES CORPORATION 
Arlington, Virginia 
(8-17425) 


STANLEY SITNIK 
Washington, D. C. 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these proceedings pursuant to Section 15(b) of the 
Securities Exchange Act, an offer of settlement was submit- 
ted by IMH Securities Corporation (“applicant”), which had 
filed an application for broker-dealer registration, and 
Stanley Sitnik, its president and beneficial owner of all of 
its common stock, who is also sole proprietor of Sitnik & 
Co. ("Sitnik Co.”), a registered broker-dealer. 


Solely for the purpose of these proceedings or any other 
proceedings pursuant to Sections 15(b), 15A and 19(a) (3) 
of tne Exchange Act, Section 203 of the Investment Ad- 
visers Act, Section 9(b) of the Investment Company Act or 
Section 10(b) of the Securities Investor Protection Act, 
and without admitting or denying the allegations in the 
order for proceedings, respondents consented to findings 
consistent with those allegations and to the imposition of 
certain sanctions. 


Upon the recommendation of its staff, the Commission 
determined to accept the settlement offer. On the basis of 
the order for proceedings and that offer, it is found that: 


1. On December 11, 1972, a registration statement filed 
by I.M.H. — ONE (“issuer”) covering a proposed public 
offering of limited partnership interests became effective 
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by operation of law. Applicant was the designated under- 
writer for the offering and Sitnik signed the registration 
statement as a director of the issuer’s corporate general 
partner. 1/ 


2. During the period from about June 1, 1972 to Jan- 
uary 9, 1973, applicant, willfully aided and abetted by Sit- 
nik, engaged in business as a broker-dealer without being 
registered, in willful violation of Section 15(a) of the Ex- 
change Act, in that, among other things, they arranged for 
the distribution of the issuer’s securities. 


3. During the period from about July 21, 1972 to January 
9, 1973, applicant, willfully aided and abetted by Sitnik, 
willfully violated Sections 5(b) (1), 7, 10 and 17(a) of the 
Securities Act in that the issuer’s registration statement and 
the prospectus included therein which they used in offering 
the limited partnership interests failed to disclose that Sit- 
nik Co. would participate in the offering as a soliciting 
dealer and that any compensation received by Sitnik Co. 
would inure to Sitnik; falsely stated that applicant was not 
an affiliated company of the issuer’s general partner; and 
falsely represented applicant to be a registered broker-dealer. 


The offer of settlement provides that applicant's appli- 

cation for broker-dealer registration may be denied and that 
Sitnik may be suspended for a period of 30 days from asso- 
ciation with any broker or dealer. 2/ In addition, Sitnik 

may be barred from participating in the underwriting of any 
public offering of securities, provided that after two years 
and upon a proper showing that he has received appropriate 
training and education in the duties and functions of an 
underwriter, he may apply to the Commission for permission 
to participate in such underwritings. 3 / 


In view of the foregoing, it is in the public interest to im- 
pose the sanctions specified in the offer of settlement. 


Accordingly, 1T 1S ORDERED that the application for 
registration as a broker and dealer of IMH Securities Cor- 
poration be, and it hereby is, denied; and that, subject to 
the qualifications contained in the settlement offer, Stan- 
ley Sitnik be, and he hereby is, suspended from association 
with any broker or dealer for a period of 30 days, effective 
immediately, and barred from participating in the under- 
writing of any public offering of securities, provided that 
after two years he may apply for permission, upon a proper 
showing, to participate in underwritings. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ The findings herein are binding only on respondents as 
set forth above and are of no effect with respect to pending 
proceedings involving the question whether a stop order 
should be issued as to the issuer’s registration statement 
(Administrative Proceeding File No. 3-4124). 


2/ Such suspension, however, is not to preclude his receipt 
of commissions upon open account or systematic accu- 

mulation purchases of shares of registered investment com- 
panies where such arrangements were entered into prior to 









the date of this order and involve no further solicitation. 


3/ This bar is not to apply to activities limited to selling to 
brokers or dealers, on behalf of an issuer or underwriter, 
securities of a registered investment company, or to acting 
as a go-between, middleman or finder between issuers and 
underwriters of specified securities, such as municipal 
bonds, which are “exempted securities” under Section 3(a) 
(12) of the Exchange Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10544/December 11, 1973 


Admin. Proc. File No. 3-4330 
In the Matter of 


GARY LEVENBERG 
3133 Brighton 7th Street 
Brooklyn, New York 


FINDINGS AND ORDER VACATING ORDER OF DE- 
FAULT AND IMPOSING REMEDIAL SANCTION 


In these broker-dealer proceedings under the Securities Ex- 
change Act, Gary Levenberg, a former employee of Cohen 
Goren Equities, Inc. (“registrant”), formerly a registered 
broker-dealer, 1/ has submitted an offer of settlement. 
Solely for the purpose of these proceedings or any other 
proceedings pursuant to Sections 15(b) and 15A of the 
Exchange Act, and without admitting or denying the 
allegations in the order for proceedings, respondent con- 
sents to findings of misconduct as alleged in that order 
and to entry of an order barring him from association with 
any broker-dealer, investment company or investment 
adviser with the proviso that, after a period of 18 months, 
he may apply to the Commission for permission to become 
so associated in a non-supervisory and non-proprietary 
capacity. Upon the recommendation of its staff, the Com- 
mission determined to vacate the default order previously 
entered against Levenberg, 2/ and to accept his offer of 
settlement. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that, during the period from about 
May 24, 1972 to February 14, 1973, Levenberg willfully 
violated Section 17(a) of the Securities Act and Section 
10(b) of the Exchange Act and Rule 10b-5 thereunder in 
connection with a registered public offering of stock of 
Logos Development Corp. Registrant was underwriter for 
an offering of 125,000 shares of Logos stock at $10 

per share pursuant to a registration statement effective 
May 24, 1972. Levenberg participated in a fraudulent 
scheme in which a substantial number of those shares were 
withheld from public sale and placed in nominee accounts. 


3/ 


In view of the foregoing, it is in the public interest to im- 
pose the sanction specified in the offer of settlement. 


Accordingly, 1T 1S ORDERED that the default order of 
August 23, 1973 in these proceedings with respect to Gary 
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Levenberg be, and it hereby is, vacated; and that Levenberg 
be, and he hereby is, barred from association with any bro- 
ker-dealer, investment company or investment adviser with 
the proviso that, after 18 months, he may apply to the 
Commission for permission to become so associated in a 
non-supervisory and non-proprietary capacity. 


For the Commission, by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Registrant’s broker-dealer registration was revoked pur- 
suant to an offer of settlement. Securities Exchange Act 
Release No. 10252 (June 28, 1973), 2 SEC Docket 70. 


2/ Securities Exchange Act Release No. 10359 (August 
23, 1973), 2 SEC Docket 319. 


3/ The findings herein are not binding upon any of the 
other respondents named in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10545/December 11, 1973 


The Securities and Exchange Commission has issued orders 
granting applications of the New York Stock Exchange, 
Inc. to strike from listing and registration the common 
stock of National General Corporation, the common stock, 
5 -’%%% convertible subordinated debentures, due 1991, and 
the 9-%% debentures, due 1990, of Equity Funding Cor- 
poration of America and the common stock and 5 -2% 
convertible subordinated debentures, due 1991 of U. S. 
Financial, Inc., all effective at the opening of business on 
December 10, 1973, for the following reasons: (a) Asa 
result of a tender offer of American Financial, which ex- 
pired October 17, 1973, fewer than 500,000 shares of 
American Financial common stock remain publicly-held. 
(b) Equity Funding has failed to publish and submit to 
stockholders a statement of its financial condition for the 
fiscal year ended December 31, 1972. The company filed 
a petition on April 5, 1973 under Chapter X of the Bank- 
ruptcy Act. (c) U. S. Financial has failed to publish and 
submit to its stockholders a statement of its financial con- 
dition for the fiscal year ended December 31, 1972. The 
independent auditor’s certification of financial statements 
for the prior fiscal year ended December 31, 1971 has been 
withdrawn. The company has filed a petition on July 23, 
1973 with the U. S. District Court for California to effect 
a plan under Chapter X! of the Bankruptcy Act. 


An order has also been issued granting an application of the 
Midwest Stock Exchange for unlisted trading privileges in 
the common stock of Chessie System, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10546/December 11, 1973 
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The Securities and Exchange Commission announced pur- 
suant to Section 15(c) (5) of the Securities Exchange Act 
of 1934 ("Exchange Act”) the temporary suspension of 
over-the-counter trading for a ten-day period commencing 
at 2:15 p.m. (EST) on December 11, 1973 and terminating 
at midnight (EST) on December 20, 1973 of the securities 
of the following issuers which have failed to file with the 
Commission the indicated reports: 


ADVANCE METAL PRODUCTS INC., located in Miami, 
Florida (10-Q Quarterly Report for Quarter ended July 31, 
1973); 


ATEK INDUSTRIES, INC., located in N. Hollywood, 
California (10-K Annual Reports for years ended June 30, 
1972 and June 30, 1973; 10-Q Quarterly Reports for 
Quarters ended September 30, 1972, March 31, 1973 and 
September 30, 1973); 


RECLAMATION SYSTEMS, INC., located in Cambridge, 
Massachusetts (10-K Annual Report (Part I!) for year 
ended December 31, 1972; 10-Q Quarterly Report for 
Quarter ended September 30, 1973). 


The Commission initiated the subject suspensions because 
the subject issuers failed to comply with the reporting pro- 
visions of the Exchange Act resulting in the lack of current 
and accurate information available to the public. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no quo- 
tation may be entered unless and until they have strictly 
complied with all of the provisions of said rule. If any bro- 
ker or dealer has any questions as to whether or not he has 
complied with said rule, he should not enter any quotation 
but immediately contact the staff of the Division of En- 
forcement in Washington, D. C. If any broker or dealer 

is uncertain as to what is required by Rule 15c2-11, he 
should refrain from entering quotations relating to the 
securities in question until such time as he has familiarized 
himself with said rule and is certain that all of its provi- 
sions have been met. If any broker or dealer enters any 
quotation which is in violation of said rule, the Com- 
mission will consider the need for prompt enforcement 
action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10547/December 12, 1973 


THE DIVISION OF CORPORATION FINANCE’S VIEWS 
AND COMMENTS RELATING TO QUARTERLY RE- 
PORTING ON FORM 10-0 UNDER THE SECURITIES 
EXCHANGE ACT OF 1934 


The Securities and Exchange Commission today reiterated 
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the importance to the investing public of complete, accurate 
and timely filing of regular quarterly reports on Form 10-0 
under Section 13 or 15(d) of the Securities Exchange Act of 
1934 by those public companies required to file such re- 
ports within forty-five days after the end of each of their 
first three fiscal quarters pursuant to Rule 13a-13 or 15d-13 
under the Exchange Act. While the Commission and its 
staff continue to study the recommendation of the Com- 
mission’s Industrial Issuers Advisory Committee regarding 
the issuance of Guides for the Preparation and Filing of 
Registration Statements and Reports under the Securities 
Exchange Act of 1934, comparable to the Guides under 

the Securities Exchange Act of 1933, */ the Commission 
has authorized this interpretative release of certain views 
and comments of the Division of Corporation Finance to 
assist public companies, their counsel and accountants in 
completing and filing Form 10-Q. This release is a com- 
pilation of such views and comments with respect to 
questions frequently raised by public companies as well as 
with respect to the problems and deficiencies frequently 
encountered by the staff during the three years since Form 
10-0 was adopted. All interested persons are invited to 
submit their views and comments on improving the 

efficacy and processing of this form to Alan B. Levenson, 
Director, Division of Corporation Finance, Securities and 
Exchange Commission, Washington, D. C. 20549. 


Generally speaking, the majority of the deficiencies in Form 
10-O are the result of a failure to examine closely, and 
comply fully with, the General Instructions to Form 10-0 
and the specific instructions to the items contained therein. 
While Form 10-Q is primarily considered to be a condensed, 
unaudited interim financial report and is deemed not to be 
“filed” for purposes of the liability provisions of Section 

18 of the Exchange Act, this does not mean that such 
reports should not be carefully reviewed by the manage- 
ment of a public company and, to the extent necessary, by 
acompany’s independent public accountants and counsel, 
since quarterly reports are subject to the general anti-fraud 
provisions of the Exchange Act and represent an integral 
part of a public company’s continuing obligation to pub- 
licly disclose all material information on a current basis. 


With respect to the timeliness of filing quarterly reports, 
present Commission rules require that a Form 10-Q be filed 
within 45 days after the end of each of an issuer’s first 

three fiscal quarters. Nevertheless, the Division continues 
to urge all public companies to file accurate periodic re- 
ports under the Exchange Act as early as is reasonably 
possible and to participate actively in the prompt public 
dissemination of this information. In this regard, it should 
be noted that the Commission’s Industrial Issuers Advisory 
Committee has recommended that “interim earnings should 
be publicly reported on a basis consistent with Form 10-Q 
and should be accompanied by comment on reasons for 
unusual increases or decreases in revenue or income; re- 
sults for the fourth fiscal quarter should be disclosed in 
connection with the announcement of results for the fiscal 
year and material year-end adjustments should be the sub- 
ject of comment.” While these and other recommendations 
are under consideration, the Division will continue to en- 
courage the practices voluntarily adopted by certain public 
companies of announcing publicly the availability upon 
request of their periodic reports and, in some cases, of 
distributing copies of all such reports to their stockholders 








and other interested persons. 


With respect to particular questions and problems, the 
Division has set forth its interpretations and views below 
in accordance with the structure of Form 10-Q. The Di- 
vision requests that all public companies, their accountants 
and counsel, utilize this release in connection with the 
preparation of Form 10-Q, but cautions that this release 
should not be relied upon as a comprehensive or definitive 
checklist for that form. 


Facing Sheet 


Although this sheet is relatively simple to complete, many 
companies have failed to include their Commission file 
number, as required, which has hampered the processing 
and public availability of these filings. Additionally, a sig- 
nificant number of companies have also failed to set forth 
the statement (and appropriate check mark) relating to the 
filing of reports under the Exchange Act, as required by 
Exchange Act Release No. 9786, which makes compliance 
with Rule 144 under the Securities Act of 1933 more bur- 
densome for companies’ affiliates and holders of their 
restricted securities. 


Part A: Summarized Financial Information 


It should initially be noted that many of the substantive 
accounting problems relevant to Form 10-O are discussed 
in the Accounting Principles Board’s Opinion No. 28 
relating to “Interim Financial Reporting.” Particular 
attention should be directed to that Opinion and to APB 
Opinions 11 and 20 especially with respect to the dis- 
closure of the utilization of loss carry forwards, the basis 
for restatement of prior periods, and the per share effect 
of extraordinary items, each of which is frequently omitted 
from quarterly reports on Form 10-Q. Besides finding 
non-compliance with respect to developments in accoun- 
ting principles, the Division continues to encounter general 
accounting and disclosure deficiencies as a result of a 
failure to comply fully with General Instruction H to Form 
10-Q. Specifically, some public companies have not com- 
plied with Instruction H by failing to: 


1. -report their interim financial results on a cum- 
lative basis from the beginning of the fiscal year 
as set forth in paragraph (a); 


x -adequately disclose the effect of a business com- 
bination treated as pooling for accounting purposes 
and supplementally to disclose the separate results 
of the combined entities for periods prior to the 
combination as required by paragraph (d); 


3 -adequately disclose the real impact of an acqui- 
sition, disposition or discontinuance of a signi- 
ficant portion of a business as required by para- 
graph (e); 


4. ° -include the required representation that the in- 
formation furnished in Form 10-O reflects 
“all adjustments which are, in the opinion of 
management, necessary to a fair statement of the 
results for the interim period” as set forth in 
paragraph (h). 
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Additionally, many public companies have been deficient in 
their compliance with the following specific items of Part 
A: 


1. -Item 4(d) requires the separate disclosure of 
interest expenses and does not permit the o- 
mission of these expenses or the combination of 
them with other costs and expenses; 


2. -Item 6 requires separate disclosure and explanation 
if the provision for taxes on income includes any 
material provision for deferred income taxes 
resulting from allocations; 


= -Item 9 requires disclosure of the nature of each 
extraordinary item as well as disclosure of the 
amount of, and applicable income tax for, each 
such item used in determining net income (or 
loss); 


4. -ltems 11 and 12 usually require disclosure of the 
basis of computation, including the exact 
number of shares used in computing the earnings 
(or loss) and dividend per share, both of which 
figures should be rounded to whole cents. 


Finally it must be emphasized that, as indicated in para- 
graph (g) of General Instruction H, all public companies 
bear the burden of disclosing any material information 
necessary in order to assure that the information furnished 
in response to particular items is not misleading. Thus, for 
example, a company must furnish explanatory notes with 
respect to significant fluctuations in its net sales or income. 


Part B: Capitalization and Stockholders’ Equity 


The most frequent omission in Part B is the description of 

a company’s long term debt and of its preferred stock 
which, by virtue of instruction 1 to Part B, must conform 
to the description contained in the financial statements of 
the company’s annual report filed with the Commission. 
There also appears to be some confusion with respect to the 
entry captioned “Balance at end of interim period,” which 
is intended to relate to the balance of retained earnings 

(or deficit). 


Part C: Sales of Unregistered Securities (Debt or Equity) 


The questions most frequently raised concerning Form 10- 
Q relate to which sales of unregistered securities must be 
disclosed in Part C and reported on the EDP Attachment of 
Form 10-Q. As indicated by Exchange Act Release Nos. 
9443 and 9502, Part C requires that disclosure of any sale of 
a “security” as defined in Section 2(1) of the Securities 

Act of 1933 (including the issuance or the guarantee of any 
evidence of indebtedness, including guarantees of the in- 
debtedness of 50 percent owned persons and other persons 
in which the registrant has an equity interest), which was 
not registered under the Securities Act of 1933 in reliance 
upon the private offering exemption provided by Section 
4(2) of that Act. Thus, for example, if a public company 
issues securities in reliance upon the intrastate offering 
exemption provided by Section 3(a) (11) of the Securities 
Act or if a company exchanges securities with its stock- 
holders in reliance upon the exemption provided by Section 
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3(a) (9) of that Act, the company is not required to com- 
plete Part C. If a company has not sold unregistered securi- 
ties in reliance upon the private offering exemption pro- 
vided by Section 4(2) of the Securities Act, it should 
simply indicate “None” under the Part C caption. 


With respect to the EDP Attachment, comprising Exhibit | 
to Form 10-Q, generally a company must report sales in 
amounts over $100,000 during the fiscal quarter of all equity 
securities required to be reported in Part C of Form 10-0 
and of all debt securities which are required to be reported 
in Part C of that Form and which have a maturity of more 
than one year. It should be noted that !nstructions D, F 
and G to the EDP Attachment are not applicable to Part C 

of Form 10-Q. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


*/ See Securities Act Release No. 4936, as amended by 
Securities Act Release Nos. 5005, 5036, 5094, 5102, 5171, 
5209, 5278 and 5396. 





SECURITIES EXCHANGE ACT OF 1934 | 
Release No. 10548/December 12, 1973 


Admin. Proc. File No. 3-4268 


In the Matter of 





WALTER TEPPER } 
8 Inglewood Lane 
Matawan, New Jersey 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TION 


In these broker-dealer proceedings under the Securities Ex- 
change Act, Walter Tepper filed a stipulation and consent. 
Solely for the purpose of settling this proceeding, and with- ) 
out admitting or denying the allegations in the order for 
proceedings, Tepper consents to findings of misconduct as 
alleged in such order and to entry of an order barring him 

from being associated with any broker-dealer, investment 
adviser or investment company. 


Accordingly, on the basis of the order for proceedings 
and Tepper’s consent, it is found that, during the period 
from about October 1, 1969 to about May 14, 1970, 
Tepper willfully violated and willfully aided and abetted 
violations of Section 17(a) of the Securities Act and Sec- 

tion 10(b) of the Exchange Act and Rule 10b-5 thereunder 

in that he participated in a manipulative scheme involving 

the common stock of Belmont Franchising Corp. ("Bel- } 
mont”). Pursuant to that scheme, a market for Belmont 
stock was initiated at an artificial level and controlled and 
manipulated thereafter; fictitious prices for the stock were 
quoted in the “pink sheets” published by the National 
Quotation Bureau, Inc. and otherwise; and secret arrange- 
ments were made to trade Belmont stock and wwote it in 



















the pink sheets in return for protection against loss, and 
to engage in transactions in the stock at the direction of 
others. 1/ 


In view of the foregoing, it is in the public interest to im- 
pose the sanction to which Tepper has consented. 


Accordingly, 1T 1S ORDERED that Walter Tepper be, and 
he hereby is, barred from being associated with any broker- 
dealer, investment adviser or investment company. 


For the Commission, by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ The findings herein are not binding upon any of the 
other respondents named in these proceedings. 
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See Securities Act Release No. 5443/December 12, 1973 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10550/December 13, 1973 


REVISED PROPOSED RULE 9b-2 UNDER THE 
SECURITIES EXCHANGE ACT OF 1934 CONCERNING 
DISCLOSURE, SUITABILITY OF RECOMMENDA- 
TIONS, REPORTING AND NET CAPITAL REQUIRE- 
MENTS OF BROKERS AND DEALERS IN OPTION 
TRANSACTIONS (File No. S7-478) 


The Securities and Exchange Commission today released 
for public comment a revised proposed Rule 9b-2 under the 
Securities Exchange Act of 1934. The proposed rule was 
originally released for public comment on February 8, 

1973 1/ and has been modified in line with these com- 
ments. Apart from one change on which public comment 
was solicited in the February release, the changes are largely 
technical or clarifying in nature and do not increase any of 
the requirements set forth in the original proposal. The 
Proposed rule requires that a disclosure statement des- 
cribing the nature and risks of trading in put and call op- 
tions be furnished to prospective option customers; 

specifies standards of suitability for customers dealing in 
options; requires periodic reports from endorsers of op- 
tions; and sets minimum net capital requirements for 
brokers and dealers who write or endorse options. 


Rule 9b-2 is a companion rule to proposed Rule 238 under 
the Securities Act of 1933 which has also been revised and 
is being republished for comment today. Rule 238 grants 
aconditional exemption from registration requirements of 
that Act for sales of put and call options. 2/ The Com- 
mission believes that the basic purpose of both the 1933 
and 1934 Acts may best be served by the imposition, with- 









out registration, of special requirements in the form of 
conditions for a 1933 Act exemption for put and call op- 
tions and new regulatory provisions applicable to brokers 
or dealers doing business in such securities, as set forth in 
Rule 9b-2. It should be noted that it is not proposed in 
Rule 238 to exempt limited price options (i.e., options 
which expire prior to the stated expiration date because of 
the occurrence of a sale of the underlying stock at a speci- 
fied price level) from the registration requirements of the 
Securities Act. Nevertheless, the provisions of Rule 9b-2, 
if adopted, will be applicable to such options. 


The Commission also announced today that, in view of the 
conflicting comments received with respect to limited price 
options and its determination that it would not be in the 
public interest to afford these options an exemption under 
proposed Rule 238, the Commission has directed the staff 
to undertake a special study of these options to review 
their appropriateness as a trading mechanism in the securi- 
ties markets and to determine whether such options should 
be prohibited under the Securities Exchange Act. In this 
connection, it would be helpful to the Commission to re- 
ceive public comments on the economic value and merits 
of limited price options and actual experiences of persons 
who have engaged in writing or buying these puts and calls. 


Also, the Commission is considering the desirability of pro- 
hibiting option trading by a broker in a customer’s account 
on a discretionary basis. The Commission invites comment 
on the appropriateness of such restriction. 


In addition, on November 14, 1973, the Commission 
announced (in Release No. 34-10490) that it intends to 
study various broad questions relating to trading of options, 
including such trading ‘on exchanges, and will obtain the 
views of interested persons. Among other things, the study 
will concentrate on the economic functions of puts and 
calls and whether these functions serve the public interest. 
The release also noted the Commission’s special concern 
with the writing of uncovered options. As a result of the 
study’s findings and conclusions, the Commission may 
modify Rule 9b-2, as proposed, if it deems such action 
necessary. 


Summary of Proposed Rule 9b-2 
1. Option Disclosure 


Under paragraph (a) of the rule, all brokers and dealers 
are required to furnish their customers, at least 48 hours 
prior to the execution of the customer’s initial order for 
the purchase or sale of an option through that broker or 
dealer, a disclosure statement explaining the nature and 
extent of the customer’s obligations as a writer of a put or 
call option, as well as the risks of writing, selling or pur- 
chasing an option. The paragraph provides further that, if 
the disclosure statement is subsequently supplemented or 
updated, the customer must have in his possession such up- 
dated statement before any additional purchases or sales 
of options are executed for the customer. 


The rule as previously proposed did not specify the length 
of time for delivery of the disclosure statement prior to 

the broker or dealer’s executing a customer's initial order. 
Public comment was solicited on this point and most were 
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not in favor of a specified time period primarily because of 
the varying sophistication of customers, the need for timely 
executions and certain practical problems which such a 
requirement would create. However, the Commission be- 
lieves that unless adequate time is allowed a prospective 
option customer to read and evaluate the statement concern- 
ing the risks and obligations in option trading, the dis- 
closure requirement becomes meaningless. Therefore, the 
rule has been revised to require that the disclosure state- 
ment be furnished to the customer at least 48 hours prior 
to execution of his order. However, the rule does not 
require a 48-hour waiting period if the broker or dealer 
supplements or updates the disclosure statement. The rule 
merely states that such revised statement must be delivered 
“promptly.” For purposes of Rule 9b-2, 48-hour prior 
delivery would mean that the customer had actually re- 
ceived the statement 48 hours in advance of the order. If 
the statement is mailed, the broker or dealer would make 
allowance for the delay in delivery so as to be reasonably 
sure that the customer had received the disclosure docu- 
ment at least 48 hours prior to the execution of the order. 


In order to clarify the responsibility of brokers, the rule has 
been revised to make clear that the obligation to deliver 

the disclosure statement rests with the broker or dealer who 
maintains the customer's account regardless of whether 

the order is accepted by, or executed by, another broker- 
dealer. This means that a firm which carries accounts for a 
correspondent broker on a disclosed basis would be res- 
ponsible for assuring that the customer had received the 
disclosure statement either from the carrying firm itself or 
from the correspondent broker. The rule has also been 
revised to provide that if an option is registered pursuant to 
the Securities Act of 1933, e.g., options traded on the 
Chicago Board Options Exchange, the broker or dealer may 
deliver a prospectus in satisfaction of the disclosure require- 
ment. 


The Association of Member Firm Option Departments of 
the Securities Industry Association, in conjunction with 
other industry trade associations and self-regulatory organi- 
zations, is preparing a model disclosure statement which 
would fulfill the disclosure requirements of paragraph (a) 
of the rule and could be used for guidance by brokers or 
dealers. The wording of paragraph (a) of the rule has been 
revised to provide that the disclosure statement may include 
any additional material which the broker or dealer feels is 
necessary provided that it is not misleading and that the 
risks and obligations of buyers and sellers of options are 
prominently set forth. 3/ It would be particularly import- 
ant, for example, that any special terms or conditions of 
the options, or unusual charges by the broker or dealer, 

are prominently mentioned. 


2. Option Suitability 


Subparagraph (b) (1) of the rule requires the broker or 
dealer, before recommending any transaction in options to 
a customer, to have a reasonable basis for believing, after 
reasonable inquiry, that the transaction is not unsuitable for 
the customer. In addition to this general suitability require- 
ment of the rule, subparagraph (b) (2) provides that the 
broker or dealer may not recommend the purchase of a 
limited price option unless, on the basis of information he 
has obtained from the customer or elsewhere, he has reason- 
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able grounds to believe that the customer understands the 
special characteristics of such options. This provision re- 
quires that the broker or dealer must obtain sufficient 
information about the customer to be able to make a reason- 
able judgment that the customer has the necessary sop- 
histication to engage in such transaction. These extra 
requirements are necessary because the Commission be- 
lieves that limited price options are fraught with special 
hazards which require a customer to have a high degree of 
sophistication and understanding in order for such options 
to be recommended as a suitable investment. 4/ 


3. Uncovered Calls and Offsetting Puts 


Paragraph (c) of the rule concerns writers of calls who, at 
the time of writing, do not own or concurrently purchase 
the underlying stock, or who sell the underlying stock 
during the life of the option, i.e., “uncover”; and writers 
of puts who, at the time of writing, have a short position 
in the subject stock or who, concurrently or some time 
during the life of the option, sell the subject stock short. 
Both of these practices expose the writer, and also the 
endorsing broker or dealer, to the risk of unlimited upside 
loss on the call or on the short position, respectively. 


The rule requires that the broker or dealer obtain the 
necessary information to have a reasonable basis for 
determining that the customer has sufficient financial re- 
sources and understanding of the additional risks before 
effecting a sale of such option for a customer. The word- 
ing of the paragraph has been revised to make it clear that 
these same requirements are applicable if, subsequently, 


the underlying stock short. 


the writer of a call “uncovers” or the writer of a put sells 8 


Several commentators wrote that the question of suitability 
for writing uncovered calls or offsetting puts should be 
limited to recommended transactions. The Commission 
believes, however, that in view of the dangers to customers 
and endorsing brokers inherent in this more complex form 
of option writing, this provision should be applicable 
whether or not the broker or dealer recommends the trans- 
action. Unlike the suitability provisions of paragraph (b), 
these provisions are basically financial responsibility re- 
quirements. The wording of the provision has been changed: } 
to make it clear that financial capability refers specifically 
to a customer's ability to meet reasonably expected margin 
calls, when necessary. The term “applicable margin require- 
ments” as used in the rule, would mean requirements of a 
Government agency, a self-regulatory organization or the 
broker or dealer’s own house rules, if higher than those of 
the regulatory bodies. 


A clause has been added to the paragraph providing that a 
writer of a call is deemed to be long the underlying security 
if he is long in a security immediately convertible or exchang: 
able into the security upon which that call is written. 


4. Reporting Requirement ; 


The reporting requirements of paragraph (d) of the rule 
apply to all options endorsed by brokers or dealers, ex- 
cluding options registered on national securities exchanges 
and certain other options normally registered under the 
Securities Act of 1933. 5/ Under the definition of 








ange 


“endorser” in subparagraph (f) (3) of Rule 9b-2, a broker 
or dealer is deemed to endorse an option if he, himself, is 
the writer and sells the option without an endorsement by 
another broker or dealer; he is, therefore, also subject to 
the reporting requirement. Brokers or dealers who are en- 
dorsers of options which are covered by the reporting 
requirements are required to report each week the volume 
of such puts and cails endorsed on Form X-9B-1, and to 
report each month the number of such endorsements out- 
standing as of the end of the month on Form X-9B-2. 
Sample copies of the proposed forms are attached. For 
statistical purposes, the weekly form calls for the reporting 
of the aggregate amount of options endorsed, classified by 
length of option. This form also calls for a certification by 
the broker or dealer that he has not endorsed, without 
registration under the Securities Act, more than the amount 
of options permitted an exemption under proposed Rule 
238 of that Act. The monthly reporting form has been 
simplified since the original proposal by eliminating the 
separate reporting of hedged and unhedged options. If a 
need for this information develops in particular cases, it 
can be obtained from the endorsers involved. Instructions 
to the forms have also been revised to require that if any 
options included in the report were limited price options 
or had any special terms or conditions which depart from 
the usuai standard put or call contract, a separate schedule 
must be attached showing the volume of such options en- 
dorsed or outstanding. 


The New York and American Stock Exchanges and the 
National Association of Securities Dealers, Inc. (the 
"NASD”) have agreed to set up a joint program with the 
Commission whereby these self-regulatory organizations 
will collect the data required by the forms from their 
members. According to instructions to Forms X-9B-1 and 
X-9B-2, members of the New York Stock Exchange would 
file their reports with that exchange; members of the 
American Stock Exchange, who are not members of the 
New York Stock Exchange, would file their reports with 
the American Stock Exchange; and members of the NASD, 
other than members of the New York or American Stock 
Exchanges, would file their reports with the NASD. 
Brokers or dealers who are not members of such exchanges 
nor of the NASD would file their reports directlywith the 
Commission. 


The Commission in its release proposing Rule 9b-2 invited 
comments on whether and to what extent data received 
under the reporting provisions of the rule should be made 
public. Based on these comments, subparagraph (d) (2) 

has been added to the rule to provide that individual reports 
of brokers or dealers are nonpublic. However, the Com- 
mission recognizes that self-regulatory agencies may have a 
legitimate interest in such reports for market surveillance 

or enforcement purposes and the rule states that the reports 
shall be made available by the collecting agencies to other 
self-regulatory agencies, upon request. 


Many commentators thought that periodic publication of 
aggregate data would provide desirable information for 
investors and the industry. Accordingly, the Commission 
plans to publish aggregates for all brokers and dealers on a 
weekly and/or monthly basis. The figures would be carried 
in the Commission's Statistical Buelletin. 









5. Net Capital Requirement 


In view of the special financial risks in writing and endor- 
sing options, paragraph (e) of the rule requires brokers and 
dealers erigaged in such activities to maintain net capital of 
not less than $50,000. Under this provision, a broker or 
dealer who writes an option must have the requisite capital 
even though the option is endorsed by another broker or 
dealer. 


The Rule has been revised from the original proposal to 
provide that the definition of “net capital” for members of 
an exchange whose members are exempt from the Com- 
mission’s net capital rule is as defined in such exchange’s 
rule. Another revision is the exemption of an exchange 
specialist in options from the $50,000 requirement under 
certain conditions. 


In addition to the changes in the rule as originally proposed 
which have been mentioned above, there were several 
minor technical changes. 


Statutory Basis 


The Securities and Exchange Commission, acting pursuant 
to the provisions of the Securities Exchange Act of 1934, 
and particularly Sections 9(b), 9(c), 15(c) (2), 17(a) and 
23(a) thereof (except for paragraph (e) of Rule 9b-2 
which would be adopted pursuant to Section 15(c) (3) of 
said Act), and deeming it necessary and appropriate in the 
public interest and for the protection of investors, pro- 
poses to adopt Rule 9b-2 and accompanying Forms X-9B-i 
and X-9B-2 thereunder as set forth below. 


Text of Proposed Rule 


Rule 9b-2. Disclosure, Suitability of Recommendations, 
Reporting and Net Capital Requirements of 
Broker-Dealers in Option Transactions 


(a) Option Disclosure. \t shall be unlawful for any broker 
or dealer who maintains an account for a customer, to 
effect, directly or indirectly, with or for such account the 
purchase or sale of any option unless, at least 48 hours 
prior to execution of such purchase or sale, the broker or 
dealer has delivered or caused to be delivered to the 
customer (A) a written statement which prominently in- 
cludes material setting forth the nature and extent of the 
obligations under, as well as the risks attendant to, the 
purchase or sale of such options generally, or (B) a pros- 
pectus with respect to such option that meets the require- 
ments of subsection (a) of Section 10 of the Securities Act 
of 1933; and unless the broker or dealer promptly delivers 
thereafter any supplemental written statement necessary 
to make current the disclosures required by the statement 
or prospectus, before effecting any purchase or sale of any 
option. 


(b) Option Suitability. No broker or dealer shall recom- 
mend to any customer -- 


(1) any transaction in an option unless the broker or 
dealer has reasonable grounds to believe that the entire 
recommended transaction is not unsuitable for such 
customer on the basis of information furnished by such 
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customer after reasonable inquiry concerning the customer's 
investment objectives, financial situation and needs, and any 
other information known by such broker or dealer; or 





(2) the purchase of a call which provides that the holder 
loses his right to exercise it if the market price of the under- 
lying security should, prior to the stated expiration date, 
reach a specified level below the exercise price, or a put 
which provides that the holder loses his right to exercise it 
if the market price of the underlying security should, prior 
to the stated expiration date, reach a specified level above 
the exercise price, unless, in addition to complying with 
the requirements of subparagraph (b) (1), the broker or 
dealer obtains or has obtained from the customer such 
information, in addition to any other information known 
by such broker or dealer, as to have reasonable grounds to 
believe, at the time of making the recommendation, that 
the customer understands the special characteristics of such 
option. 


(c) Uncovered Calls and Offsetting Puts. No broker or 
dealer shall effect with or for any customer of such broker 
or dealer any transaction whereby such customer writes or, 
after writing, is obligated as a writer with respect to -- 


(1) acal! upon a security which is not long in the customer’s 
account with the broker or dealer or which, at the time of 
writing, is not concurrently purchased by such customer 

for such account provided that an account shall be deemed 
long in a security if it is long in a security immediately 
exchangeable or convertible, without restriction other than 
the payment of money, into such other security; or 


(2) a put upon a security in which the customer has a short 
Position or, at the time of writing, has effected concurrently 
a short sale of the security to which such option relates 


unless, on the basis of information obtained by such broker 
or dealer, after reasonable inquiry, and in addition to any 
other information known by such broker or dealer, he has 

a reasonable basis for believing that the customer, at the 
time of the transaction, is capable of evaluating the addi- 
tional risks in such transactions, and has the financial cap- 
ability to meet reasonably foreseeable margin calls, pursuant 
to applicable margin requirements with respect to the pro- 
posed position in such call or in such put and the related 
short position in the underlying security. 


(d) Reporting Requirement. 


(1) It shall be unlawful for any broker or dealer to endorse 
an option unless such broker or dealer files reports at such 
times, and in such manner, as is prescribed in Forms X-9B-1 
and X-9B-2. 


(2) Individual reports filed by or on behalf of brokers or 
dealers pursuant to this paragraph (d) shall be considered 
nonpublic information, except where the Commission 
determines that it is in the public interest to direct other- 
wise: Provided, however, That all such reports which are 
filed with a self-regulatory organization, as provided in 
Forms X-9B-1 and X-9B-2, shall be available (on a similarly 
nonpublic basis), upon request, to the Commission and 
also to other registered self-regulatory organizations to the 
extent that the reports contain information concerning 
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members of the requesting self-regulatory organization or 
underlying securities whose trading is subject to regulation 
by such organization. 

















































(3) This paragraph (d) shall not apply to any option regis- 
tered on a national securities exchange. 


(e) Net Capital Requirement. \t shall be unlawful for any 
broker or dealer to endorse or write an option unless such 
broker or dealer has net capital as defined in Rule 15c3-1 
(or as defined in the applicable net capital rules of an ex- 
change of which he is a member if the members thereof 
are exempt from Rule 15c3-1 by subparagraph (b) (2) 
thereof) of not less than $50,000 except that this require- 
ment shall not apply to an option specialist registered as 
such with a national securities exchange if: 


(1) 


he does not have public customers; 


(2) he is not a clearing member of that exchange; and 


(3) the clearing member for such specialist assumes 
the capital charges for the specialist’s positions 
as if the clearing member himself had written 
the option. 


(f) Certain Terms Defined. For the purposes of this rule - 


(1) The term “customer” shall mean a person other than 
a broker or dealer; and 


(2) the term “option” shall include any put, call, straddle 
or other option or privilege of buying a security from or 
selling a security to another without being bound to do so, a 
but shall not include any tender offer or any option where 

the writer is: the issuer of the security which may be pur- } 
chased or sold upon exercise of the option; or a person that, 
directly or indirectly, controls, is controlled by, or is under 
common control with the issuer of the security which may 

be purchased or sold upon exercise of the option; and 


(3) a broker or dealer shall be deemed to “endorse” an 
option if such broker or dealer agrees that in the event of 
the exercise of such option by the holder thereof all the 
rights and privileges of the holder will be satisfied in ac- 
cordance with the terms and conditions of such option, 
and a broker or dealer shall also be deemed to “endorse” 
an option where he writes an option and sells it without an 
endorsement by another broker or dealer. 


All interested persons are invited to submit their views and 
comments on the proposed rule and forms, in writing, to 
George A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549, to be received on 
or before February 1, 1974. Reference should be made to 
file number S7-478. All such communications will be 
available for public inspection. 


By the Commission. i 


p 


George A. Fitzsimmons 
Secretary 


1/ Securities Exchange Act Release No. 9994. 


2/ Securities Act Release No. 5444, proposing exemptive 
Rule 238, as revised from original proposal. (See Securities 
Act Release No. 5366, February 8, 1973.) 


3/ Copies of the form of such a disclosure statement will 
be made available by the National Association of Securities 
Dealers, Inc. at a nominal cost, upon adoption of Rule 
9b-2. 


4/ As originally proposed, paragraph (c) was entitled 
“Uncovered Options.” 


5/ Options which are excluded from the reporting require- 


ments, in addition to options registered on a national securi- 


ties exchange, are those in which the writer is the issuer of 
the underlying security or is a person that, directly or in- 
directly, controls, is controlled by, or is under common 
control with such issuer. 
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FORM X-9B-1 WEEKLY REPORT OF OPTION ENDORSEMENTS 


U.S. SECURITIES AND EXCHANGE COMMISSION @ WASHINGTON, D.C. 20549 
















(See definitions and instructions on reverse before preparing Form. Please print or type.) 






















Name of Broker-Dealer: 
Week Ended : 


Address : 





( No. and Street ) ( City ) ( State ) ( Zip Code ) 


CALLS CALLS ACQUIRED PUTS PUTS ACQUIRED 
ENDORSED CONVERSION ENDORSED FOR CONVERSION 
(1) (2) (3) (4) > 
Number o tions 





TOTAL, All Options 
Length of Option: 
35 Days : 
65 Days 
95 Days } 
6 Months, 10 Days 
Longer Options 


Name of Stock : 











( Signature of sole proprietor, general 





CERTIFICATION : The broker-dealer submitting this report partner or principal officer ) 

certifies that it has not endorsed more than $500,000 of put 

options ,or more than $500,000 of call options, on the same ’ 
underlying security and which expire in the same calendar ( Title ) 


month in violation of Rule 238 under the Securities Act of 
1933. 
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FORM X-9B-1 


Every registered broker or dealer who has endorsed or guaranteed any put, call or similar 
option is required to file, pursuant to Rule 9b-2 of the Securities Exchange Act of 1934, 
a report containing the information required by this Form X-9B-1 within 5 business days 


after the close of each week. This report, however, does not apply to any option registered 
on a national securities exchange. 


Members of the New York Stock Exchange, members of the American Stock Exchange (other than 

New York Stock Exchange members) and members of the National Association of Securities 

Dealers, Inc. (other than members of the New York or American Stock Exchanges) should file 

their reports with their respective organizations in the manner prescribed by such organiza- 
tions. All other registered brokers or dealers should file their reports, in duplicate, direct- 
ly with the Securities and Exchange Commission, 500 North Capitol Street, Washington, D.C. 20549. 


DEFINITIONS 


Option: The term "option" includes any put, call, straddle or other option or privilege 
of buying a security from or selling a security to another without being bound 
to do so, but shall not include any tender offer or any option where the writer 
is: the issuer of the security which may be purchased or sold upon exercise of 
the option; or a person that, directly or indirectly, controls, is controlled by, 
or is under common contro! with the issuer of the security which may be purchased 
or sold upon exercise of the option. 


Endorse: A broker or dealer is deemed to "endorse" an option if such broker or dealer 
agrees that in the event of the exercise of such option by the holder thereof 
all the rights and privileges of the holder will be satisfied in accordance 
with the terms and conditions of such option, and a broker or dealer is also 
deemed to “endorse” an option where he writes an option and sells it without 
an endorsement by another broker or dealer. 


INSTRUCTIONS 


The Form should include all puts and calls which were endorsed during the week based on the 
actual trade date on which the option was sold. The report should cover all options endorsed 
by the reporting firm for its own account or for the account of others. Options on securities 


listed on the New York Stock Exchange and on securities traded on other exchanges or over the 
counter are to be included. 


Show the total number of options of each type which were endorsed, not the number of under- 
lying shares, e.g., calls endorsed on 200 shares of Stock A would appear as "2 calls." 
Straddies should be counted as both a put and a call. 


If a call was endorsed in connection with the conversion of a put, show the endorsement of 
the call in column (1) and also show the acquisition of the put in column (4). Similarly 

if a call is converted to a put, entries should be made in column (2) and column (3). If 

you are not the converter, you should make no entries in columns (2) or (4). 


Combine all options endorsed during the week and classify according to length of option. 
Options written for a term greater than five days more than a standard term of 35 days, 65 days, 


etc. should be included in the next higher standard term. Options of less than 35 days should be 
included in the group of 35-day options. 


When listing options by name of underlying stock, show only the total number of puts or calls 
endorsed during the week for each stock. 


If any of the options included in your report are "expiration price options" (i.e., they 
will expire prior to the expiration date upon the occurrence of a specified event) or 
have any other special terms or conditions, please furnish a separate schedule of such options 


giving the name of the underlying security and the number of such puts or calls endorsed during 
the week. 





Do not forget to sign the certification at the bottom of the Form. 
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MONTHLY REPORT OF OPTION POSITIONS OF ENDORSERS 


U.S. SECURITIES AND EXCHANGE COMMISSION @ WASHINGTON, D.C. 20549 






FORM X-9B-2 


(See definitions and instructions on reverse before preparing Form. Please print or type. ) 




























Name of Broker-Dealer : 
Month of Report : 











Address: 














(No. and Street ) (City) 7 State ) (Zip Code ) 
Net Capital as of Month-End or Nearest Available Date Thereto: ) 
ee eee els Amount of net capital $ ) 
MONTH OF CALLS PUTS 
NAME OF STOCK EXPIRATION ENDORSED ENDORSED 


(1) (2) (3) (4) 
(Number of Endorsed Options Outstanding as of Month-End ) 

















o& 








<2) 
. 
























































( Signature of sole proprietor, general ( Title ) 


partner or principal officer ) 
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FORM X-9B-2 


Every registered broker or dealer who has endorsed or guaranteed any put, call 
or similar option is required to file, pursuant to Rule 9b-2 of the Securities 
Exchange Act of 1934, a report containing the information required by this 

Form X-9B-2 within 20 calendar days after the close of each month. This report, 
however, does not apply to any option registered on a national securities 
exchange. 


Members of the New York Stock Exchange, members of the American Stock Exchange 
(other than New York Stock Exchange members) and members of the National 
Association of Securities Dealers, Inc. (other than members of the New York 

or American Stock Exchanges) should file their reports with their respective 
organizations in the manner prescribed by such organizations. All other 
registered brokers or dealers should file their reports, in duplicate, directly 
with the Securities and Exchange Commission, 500 North Capitol Street, Washington, 
D.C. 20549. 


DEFINITIONS 


Option: The term “option” includes any put, call, straddle or other option 
or privilege of buying a security from or selling a security to 
another without being bound to do so, but shall not include any 
tender offer or any option where the writer is: the issuer of the 
security which may be purchased or sold upon exercise of the option; 
or a person that, directly or indirectly, controls, is controlled 
by, or is under common control with the issuer of the security which 
may be purchased or sold upon exercise of the option. 


Endorse: A broker or dealer is deemed to “endorse” an option if such broker 
or dealer agrees that in the event of the exercise of such option 
by the holder thereof all the rights and privileges of the holder 
will be satisfied in accordance with the terms and conditions of 
such option, and a broker or dealer is also deemed to “endorse” 
an option where he writes an option and sells it without an 
endorsement by another broker or dealer. 


Net Capital: "Net capital" is as defined in Rule 15c3-1 of the Securities 
Exchange Act or as defined in the applicable net capital rules 
of an exchange of which the broker or dealer is a member if the 
members thereof are exempt from Rule 15c3-1 by subparagraph (b) (2) 
thereof. 


INSTRUCT IONS 


The Form should include all options which the reporting firm has endorsed at any 
time and which remain outstanding and unexpired at the month-end. The report 
should cover all puts and ealls endorsed by the firm for its own account or for 

the account of others. Options on securities listed on the New York Stock Exchange 
and on securities traded on other exchanges or over the counter are to be included. 


Do not list each option separately but show only the total options outstanding on 
each underlying stock for each expiration month. Straddles should be counted as 
both a put and a call. 


Show the total number of options of each type which were outstanding, not the 
number of underlying shares, e.g., calls endorsed on 200 shares of Stock A would 
appear as "2 calls." 


If any of the options included in your report are "expiration price options" (i.e., 
they will expire prior to the expiration date upon the occurrence of a specified 
event) or have any other special terms or conditions, please furnish a separate 
schedule of such options giving the name of the underlying security, the last 
possible expiration date and the number of such puts or calls outstanding as of 

the month-end. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 10551/December 13, 1973 


PROPOSED RULE 3a12-4 DEFINING WHOLE LOAN 
MORTGAGES AS EXEMPTED SECURITIES FOR PUR- 
POSES OF SUBSECTIONS (a) AND (c) (3) OF SECTION 
15; RESCISSION OF RULE 15a-1 


The Securities and Exchange Commission announced today 
a proposal to adopt Rule 3a12-4 and rescind Rule 15a-1 
under the Securities Exchange Act of 1934, (the “Act”). 
The principal effect of the new rule would be to exempt 
broker-dealers dealing solely in whole loan mortgages (under 
certain conditions) and other exempt securities from the 
operation of subsections (a) and (c) (3) of Section 15 of 
the Act which provide respectively, for registration of 
broker-dealers and for regulation of their financial res- 
ponsibility by the Commission. Rule 15a-1 currently pro- 
vides only an exemption from the operation of the regi- 
stration requirement of broker-dealers. 


The Federal Home Loan Mortgage Corporation 1/ 
(“FHLMC”) has determined to implement its Congressional 
mandate 2/ to create a liquid secondary market in resi- 
dential mortgages by establishing a pilot project for an 
automated trading information system that would list 
offerings to buy and sell: (1) aggregated and individual 
whole loan mortgages originated by private lenders and 
which have not passed through FHLMC; (2) guaranteed and 
non-guaranteed aggregated whole loan mortgages and 
guaranteed participation certificates, which “pass-through” 
FHLMC; and (3) Government National Mortgage Associa- 
tion 3/ pass-through securities. Non-guaranteed whole 
loan mortgages and participation interests, however, will 
not be listed on the system unless they are registered under 
the Securities Act of 1933, or are exempt from registration. 
4/ FHLMC will supervise, monitor and coordinate with the 
Commission on the regulation of this system. 


In view of the Congressionally determined public need for 
more capital to be made available for real estate mortgages, 
the Commission has been working with FHLMC in clarifying 
the applicability of the federal securities laws to the 
establishment and operation of the pilot system. 5/ The 
Commission's action today is related directly to this joint 
effort. 


There has been some question as to whether broker-dealers 
who were exempt from registration because they dealt 
solely in whole loan mortgages, as provided in Rule 15a-1, 
were still required to comply with other provisions of the 
Act applicable to brokers and dealers, particularly the vari- 
ous financial responsibility rules under Section 15(c) (3). 


In view of the special nature of the mortgage market and 
the participants in that market, the Commission has not 
sought to establish a unique regulatory structure governing 
the financial responsibility of such firms. The Commission 
believes it would be appropriate to exempt all brokers and 
dealers who deal solely in whole loan mortgages, where the 
entire evidence of indebtedness is transferred and the unpaid 
principal amount of the individual loan or aggregate whole 
loans involved in the transaction is at least $50,000, from 
the operation of Section 15(c) (3) of the Act. In this re- 
gard, it should be noted that FHLMC has devised certain 
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financial standards that must be maintained by the parti- 
cipants in its proposed automated system. 


Since there are mortgage brokers and dealers who may not 
participate in FHLMC automated system and therefore 
may not be subject to financial responsibility oversight of 
FHLMC, the Commission believes that where a broker or 
dealer sells an exempted whole loan mortgage there should 
be a minimum cash requirement for the transaction. Thus, 
in order to maintain the status quo with respect to the 
sophistication of the participants in the mortgage market, 
the exemption under the proposed rule would be available 


in the case of a sale of the whole loan mortgage by a broker- 


dealer, if at the time of such sale such whole loan mortgage 
has an unpaid principal amount of at least $50,000, or is 

a part of an “aggregated whole loan mortgage” 6/ sold by 
the broker or dealer and the unpaid principal amount of 
the aggregated whole loan mortgage is at least $50,000. 


While the Commission favors a substantial maintenance of 
the status quo with respect to exempting mortgage broker- 
dealers from registration, as presently accomplished by 
Rule 15a-1, it would rescind that Rule and place the sub- 
stance of its provisions within proposed Rule 3a12-4. This 
would eliminate a question which has arisen as to whether 
such broker-dealers are required to register if they also deal 
in other securities qualified as “exempted securities” under 
Section 3(a) (12) of the Act and Commission rules under 
that section. 7/ 


It should be noted that proposed Rule 3a12-4 would not 
exempt transactions in qualified whole loan mortgages 
from other provisions of the Act (i.e. other than sub- 
sections (a) and (c) (3) of Section 15) and implementing 
Commission rules under those provisions. For example, 
these transactions would not be exempt from the margin 
and antifraud provisions. 


It should also be noted that the exemptions afforded by 
the proposed rule may be inapplicable if the mortgage is 
sold as part of an “investment contract.” For example, the 
following is a list of accompanying services retained (i.e., 
not transferred with the mortgage) and other attributes 
afforded by the seller or someone other than the buyer that 
the Commission has previously indicated 8/ may result in 
a mortgage constituting a part of an investment contract: 


: Complete investigation and placing service. 

2. Servicing collection, payments, foreclosures, etc. 

3. Implied or express guarantee against loss at ariy 
time or providing a market for the underlying 
security. 


4. Making advances of funds to protect the security 
of the investment. 


5. Acceptance of small uniform or continuous invest- 
ments. 

6. Implied or actual guarantee of specified yield or 
return. 

zs Continual reinvestment of funds. 


’ 




















at 






Payment of interest prior to actual purchase of the 
mortgage or trust note. 


9. Providing for fractional interests in mortgages or 
deeds of trust. 


10. Circumstances which necessitate complete reliance 
upon the seller, e.g., great distance between mortgaged 
property and investor. 


11. Seller’s selection of the mortgage or deed of trust for 
the investor. 


The Commission notes, however, that it does not generally 
consider the retention of attribute No. 2 alone sufficient 
to change a mortgage transaction into one involving an 
investment contract. 


Statutory Basis 


The Securities and Exchange Commission, acting pursuant 
to the provisions of the Securities Exchange Act of 1934, 
and particularly Sections 3(a) (12), 15(a) (2), 15(c) (3) and 
23(a) thereof, and deeming it necessary and appropriate in 
the public interest and for the protection of investors here- 
by proposes to rescind Rule 15a-1 in its entirety and adopt 
Rule 3a12-4. 


TEXT OF RULE 
Rule 3a12-4 


Exemption from Section 15(a) and 15(c) (3) for Certain 
Whole Loan Mortgages 


(a) When used in this Rule the following terms shall have 
the meaning indicated: 


(1) The term “whole loan mortgage” means an evidence of 
indebtedness secured by mortgage, deed of trust, or other 
lien upon real estate or upon leasehold interests therein 
where the entire mortgage, deed or other lien is transferred 
with the entire evidence of indebtedness. 


(2) The term “aggregated whole loan mortgage” means two 
or more whole loan mortgages that are grouped together 
and sold to one person in one transaction. 


(b) A whole loan mortgage shall be deemed an “exempted 
security” for purposes of subsections (a) and (c) (3) of 
Section 15 of the Act provided that, in the case of and at 
the time of any sale of the whole loan mortgage by a broker 
or dealer, such whole loan mortgage -- 


(1) has an unpaid principal amount of at least $50,000, or 


(2) is a part of an aggregated whole loan mortgage sold by 
the broker or dealer and the unpaid principal amount 
of the aggregated whole loan mortgage is at least 
$50,000. 


All interested persons are invited to submit their views and 
comments on the proposed rule. Written statements of 
views and comments should be addressed to Secretary, 
Securities and Exchange Commission, 500 North Capitol 





Street, Washington, D. C. 20549, on or before January 31, 
1974. Reference should be made to file number S7-501. 
All such comments will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ FHLMC was established by Title II! of the Emergency 
Home Finance Act of 1970, cited as the “Federal Home 
Loan Mortgage Corporation Act,” codified as 12 U.S.C. 
Sections 1451 - 1459. FHLMC'’s capital stock consists 
solely of non-voting common stock held by the twelve 
Federal Home Loan Banks and its Board of Directors is 
composed of the three members of the Federal Home Loan 
Bank Board. It is an integral part of the Federal Home 
Loan Bank System. 


2/ The Emergency Home Finance Act of 1970 was en- 
acted following a determination by Congress that the 
nation needed more capital in residential mortgages and 
that this could be best accomplished by the establishment 
of a liquid market for such securities. FHLMC was estab- 
lished by this Act with the power “to make and enforce 
such by-laws, rules and regulations as may be necessary or 
appropriate to carry out the purposes or provisions of this 
title.” 12 U.S.C. §1452 (b) (3). 


3/ The Government National Mortgage Association, pur- 
suant to Section 306(g) of the Federal National Mortgage 
Association Charter Act, as amended (12 U.S.C. (Supp.!V) 
1721 (g)), issues securities (referred to as “pass through” 
securities) which are guaranteed as to timely payment of 
principal and interest with the full faith and credit of the 
United States. These securities are collateralized by pools 
of Federal Housing Administration (FHA) and/or Veteran 
Administration (VA) guaranteed mortgages. 


4/ \tshould be noted that the Commission has proposed 
Rule 239 for adoption under the 1933 Act, which would 
have the effect of exempting non-guaranteed whole loan 
mortgages from the registration provisions of that Act 
under certain circumstances. Securities Act Release No. 
5419 (September 7, 1973) 


5/ See Securities Exchange Act Release No. 34-9865 
(November 17, 1972), relating to the adoption of Rule 
3a12-1. 


6/ The rule would define an “aggregated whole loan 
mortgage.” 


7/ A question has been raised as to whether whole loan 
mortgages can be aggregated and sold without losing their 
exempt status under Rule 15a-1. Neither the exemption 
afforded by Rule 15a-1 nor Rule 3a12-4, if adopted, would 
be lost by such aggregation. 


8/ See Securities Exchange Act Release No. 34-5633 
(January 31, 1958) (interpretation of Rule 15a-1 noting 
these eleven attributes). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 10552/December 13, 1973 


ADOPTION OF RULE 9b-1 PROHIBITING EXCHANGE 
TRANSACTIONS IN OPTIONS EXCEPT IN AC- 
CORDANCE WITH PROCEDURES PERMITTED BY THE 
COMMISSION; CHICAGO BOARD OPTIONS EXCHANGE, 
INC. OPTION PLAN DECLARED EFFECTIVE PUR- 
SUANT TO RULE 9b-1. 


The Securities and Exchange Commission announced today 
the adoption of Rule 9b-1 under the Securities Exchange 
Act of 1934 (the “Act”) 17 CFR 240.9b-1, effective 
January 17, 1974. The new rule prohibits transactions on 
an exchange in puts, calls, straddles and other options or 
privileges of buying or selling a security except in ac- 
cordance with a plan established by the exchange that the 
Commission has declared to be effective as being necessary 
or appropriate in the public interest or for the protection of 
investors. 


Rule 9b-1 was released originally for public comment on 
January 9, 1973. 1/ In view of the comments received by 
the Commission, the rule was revised, primarily for purposes 
of simplicity and clarity, and republished for public com- 
ment on September 21, 1973. 2/ 


The rule arises out of the registration of the Chicago Board 
Options Exchange, Inc., (CBOE) as a national securities 
exchange 3/ and the consideration also being given by 
other registered exchanges to trading options. Consistent 
with the Commission’s announced intention to maintain 
close surveillance over the progress of the CBOE’s pilot 
project, the rule will provide the Commission with the 
additional authority needed to monitor closely the activity 
of the CBOE during the period of the CBOE’s experimental 
status. 


Historically, exchanges have not traded options. The Com- 
mission is of the view that, in addition to the novelty of 
exchange option trading, such trading may involve com- 
plex problems and special risks to investors and to the 
integrity of the market place. 4/ Rather than attempting 
to supplant efttirely the self-regulatory functions of the 
exchanges, the Commission believes it appropriate to u- 
tilize the broad rulemaking powers granted to it under Sec- 
tions 9 and 23 of the Act to provide specific and flexible 
procedures for Commission oversight of the regulation by 
exchanges of such trading. 


Rule 9b-1 makes it unlawful for an exchange or exchange 
member to effect any transaction in options, or to permit 
option transactions to be effected by use of the exchange’s 
facilities except in accordance with a plan regulating option 
trading declared effective by the Commission after it has 
found the plan to be necessary or appropriate in the public 
interest or for the protection of investors -- the standards 
prescribed in Section 9(b) of the Securities Exchange Act, 
15 U.S.C. 78i(b). The rule also provides that the Com- 
mission, consistent with these standards, may require an 
exchange to make changes in its plan. Exchanges will be 
required to file with the Commission copies of any pro- 
posed amendments to their plans, and the Commission may 
disapprove such amendments prior to their becoming 
effective. In each of these situations -- original approval of 
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the plan or modification at the initiation of either the ex- 
change or the Commission -- interested persons will be 
given notice of the proposal and have an opportunity to 
submit “written data, views or arguments” in accordance 
with the rulemaking procedures of Section 4 of the 
Administrative Procedure Act, as codified, 5 U.S.C. 553. 5/ 


Plans filed by exchanges pursuant to Rule 9b-1 are required 
to include all rules, regulations, by-laws and other require- 
ments of the exchange that relate “solely or significantly 
to transactions in options,” and must contain specific pro- 
visions relating to: 


(1) the effecting of transactions in options on the exchange 
by members thereof for their own account and the ac- 
counts of customers; 


(2 


~— 


the clearance and settlement of transactions in options; 


(3 


— 


the endorsement and guarantee of performance of 
options; 


(4 


— 


the reporting of transactions in options; and 


(5 


— 


the listing and delisting of and the admission to and 
removal of trading privileges on the exchange for op- 
tions. 


It has been suggested that more detailed formal procedures 
be adopted and followed by the Commission in connection 
with its approval of and amendment to plans submitted by 
exchanges under this rule. In the Commission's view, ex- 
cessive formalism will serve no useful function and might 
serve unnecessarily to delay needed action in some cases. 
The Commission intends to comply fully with the rule- 
making procedures prescribed by the Administrative Pro- 
cedure Act, including public notice and opportunity to 
comment upon all proposed plans and proposed changes in 
effective plans. The Commission will, of course, articulate 
a “concise general statement of ... [the] basis and pur- 
pose” of any action it may take under the rule as provided 
in that Act. See 5 U.S.C. 553(c). Following adequate 
opportunity to have their views presented and considered, 
any persons affected by the Commission’s action wiil be 
able to understand the reason why it was taken. 


By adopting Rule 9b-1, the Commission does not wish to 
imply that it has made any definite determination with 
respect to option trading on exchanges or that the rule pre- 
sently adopted will ultimately be found to be necessarily 
the best way to promote the public interest or to assure 
the protection of investors in connection with trading of 
options on exchanges. Nor has the Commission made any 
final decision with respect to the trading of options simul- 
taneously on more than one exchange or on exchanges 
that also trade other forms of securities. The operation of 
the CBOE is presently on a pilot basis and further evalua- 
tion will be required before these and other policy ques- 
tions can be decided more definitively. 6 / 


As stated in the release republishing proposed Rule 9b-1, 
the Commission considers the constitution and rules of 
the CBOE and its clearing corporation to constitute the 
CBOE’s plan pursuant to Rule 9b-1. In connection with 
the registration of the CBOE as a national securities ex- 
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change the Commission sought and obtained public com- 


ment on substantially the same constitution and rules as are 
now in effect and gave careful consideration to those com- 
ments before concluding that the rules of the CBOE “are 
just and adequate to insure fair dealing and to protect 
investors” under Section 6(d) of the Act, 15 U.S.C. 78(f) 

d. 7/ And the amendments adopted since that time have 
also been given close scrutiny. Although further public 
comment on the CBOE’s plan was solicited when proposed 
Rule 9b-1 was republished on September 21, 1973, no 
public comments have been received by the Commission on 
CBOE’s plan. The Commission finds that it would be 
contrary to the public interest to interrupt the operation of 
CBOE’s experimental project. Accordingly, the Com- 
mission finds that CBOE’s plan as a pilot project is appro- 
priate in the public interest and for the protection of 
investors and hereby declares CBOE’s plan effective pur- 
suant to Rule 9b-1. 


Statutory Basis 


The Securities and Exchange Commission, acting pursuant 
to the provisions of the Securities Exchange Act of 1934, 
and particularly Sections 9(b), 9(c) and 23(a) thereof, 

and deeming it necessary and appropriate in the public 
interest and for the protection of investors hereby adopts 
Rule 9b-1 effective January 17, 1974. 


Text of Rule 
Rule 9b-1 
Exchange Rules Concerning Transactions in Certain Options 


(a) It shall be unlawful for a national securities exchange, 
or for any member thereof, to effect any transaction in an 
option, or to permit any transaction in an option to be 
effected, by the use of the facilities of the exchange, except 
in accordance with a plan regulating transactions in options 
on the exchange that is declared effective by the Com- 
mission pursuant to this rule. 


(1) Before an exchange or a member may effect any trans- 
action in options or permit any transaction in options to be 
effected by use of the facilities of the exchange, the ex- 
change shall propose and file with the Commission a plan 
regulating transactions in options on the exchange. After 
appropriate notice and opportunity for interested persons 
to submit written data, views or arguments, the Com- 
mission shall declare the plan effective if it finds the plan 

to be necessary or appropriate in the public interest or for 
the protection of investors. 


(2) The Commission shall give prompt notice of any pro- 
posal filed by an exchange to alter, amend, supplement, or 
rescind a plan in effect pursuant to subparagraph (1) hereof, 
and the proposed change shall become effective upon the 
30th day after notice has been given by the Commission, 

Or upon such earlier date as the Commission may allow, un- 
less the Commission shall disapprove the change in whole or 
in part as being inconsistent with the public interest or the 
Protection of investors. Interested persons may submit to 
the Commission written data, views or arguments with res- 
pect to any proposed change either before or after it has 
become effective. 






(3) After appropriate notice and opportunity for sub- 
mission by interested persons of written data, views or 
arguments, the Commission may require that an exchange 
alter, amend, supplement, or rescind its plan in the manner 
and to the extent that the Commission finds to be necessary 
or appropriate in the public interest or for the protection 

of investors. 


(4) The Commission may take action under any provision 
of this paragraph (a) without notice and opportunity for 
interested persons to submit written data, views or argu- 
ments when the Commission, for good cause, finds that 
notice and public procedure thereon are impractical, un- 
necessary or contrary to the public interest; but in any 
such case, the Commission shall incorporate its findings 
and a brief statement of the reasons therefor in a public 
announcement of the action taken. 


(b) Plans filed pursuant to this rule shall contain those pro- 
visions of the regulations, rules, by-laws, constitutional pro- 
visions and other requirements of the exchange that relate 
solely or significantly to transactions in options on the 
exchange, and shall include provisions relating to -- 


(1) effecting transactions in options on the exchange by 
members thereof for their own account and the accounts of 
customers; 


(2) the clearance or settlement of transactions in options; 


(3) the endorsement and guarantee of performance of 
options; 


(4) the reporting of transactions in options; and 


(5 


— 


the listing and delisting of, and the admission to and 
removal of trading privileges on the exchange for, 
options. 


(c) For purposes of this rule, the term “option” shall in- 
clude any put or call, straddle or other option or privilege 
of buying or selling a security without being bound to do 
so, but shall not include any registered warrant, right or 
convertible security. 


(d) An exchange shall file with the Commission three 
copies of any plan or any alteration, amendment, supple- 
mentation, or rescission of any plan submitted to the Com- 
mission pursuant to this rule, and may incorporate by 
reference material on file with the Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Securities Exchange Act Release No. 9930 (January 9, 
1973). 


2/ Securities Exchange Act Release No. 10397 (September 
21, 1973). 


3/ In the Matter of the Application of the Chicago Board 


Options Exchange, Inc. for Registration as a National Securi- 
ties Exchange, Securities Exchange Act Release No. 9985 
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(February 1, 1973). 


4/ The legislative history of Section 9 of the Act reflects 
these concerns. See H. R. Rep. No. 1383, 73d Cong., 2d 
Sess. 10- 21 (1934); S. Rep. No. 792, 73d Cong., 2d Sess. 
117 (1934); S. Rep. 1455, 73d Cong., 2d Sess. 55 (1934); 
78 Cong. Rec. 7922 (1934) (Remarks of Representative 
Mapes). 


5/ The Commission expects that an exchange submitting 
a modification of its plan pursuant to the rule will incor- 
porate a concise statement of the purpose and reasons for 
the modification in its filing as is done in connection with 
modifications of and amendments to rules filed pursuant 
to Rule 17a-8 under the Act. At the time the Commission 
gives public notice of the fact that the exchange has pro- 
posed an amendment to its plan, the exchange’s statement 
would be publicly available for inspection by interested 
persons. 


6/ On November 14, 1973, the Commission announced 
(in Release No. 34-10490) that it intends to study various 
broad questions relating to trading of options, including 
such trading on exchanges, and solicited the views of inter- 
ested persons. Among other things, the Commission’s study 
will concentrate on the economic functions of options tra- 
ding, whether these functions serve the public interest and 
whether exchange option trading should be limited at this 
time to the Chicago Board Option Exchange, Inc. pilot 
project. Asa result of the study’s findings and conclusions 
the Commission may modify Rule 9b-1, if it deems such 
action necessary. 


7/ Supra, n. 3. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10553/December 12, 1973 


The Securities and Exchange Commission ordered pursuant 
to Section 15(c) (5) of the Securities Exchange Act of 1934 
the temporary suspension of over-the-counter trading in the 
securities of |.S. Industries Ltd. ("1.S.1.”), a Delaware cor- 
poration located in New York City, for a ten-day period 
Commencing at 1:00 p.m. (EST) on December 12, 1973 
and terminating at midnight (EST) on December 21, 1973. 


The Commission initiated the trading suspension because of 
a lack of accurate and adequate information available to the 
investing public regarding the Company’s financial con- 
dition. In addition, the Commission has been informed 

that the company has retained independent certified ac- 
countants to prepare financial statements as of March 31, 
1973 and that questions have been raised concerning cer- 
tain guarantees of obligations of another corporation alleged- 
ly made by 1.S.1. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently is- 
sued by the company. 
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Furthermore, brokers and dealers should be alert to the 
fact that pursuant to Rule 15c2-11 under the Exchange 
Act, no quotation may be entered unless and until they 
have strictly complied with all of the provisions of said rule. 
If any broker or dealer has any questions as to whether or 
not he has complied with said rule, he should not enter 
any quotation or engage in any transaction, but immediate- 
ly contact the staff of the Securities and Exchange Com- 
mission, Division of Enforcement in Washington, D.C. If 
any broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering quotations 
or engaging in other activity relating to the securities in 
question until such time as he has familiarized himself with 
said rule and is certain that all of its provisions have been 
met. If any broker or dealer enters any quotation or 
engages in any transaction which is in violation of said rule 
the Commission will consider the need for prompt enforce- 
ment action. 





SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 10554/December 12, 1973 


The Securities and Exchange Commission announced pur- 
suant to Section 15(c) (5) of the Securities and Exchange } 
Act of 1934 the temporary suspension of over-the-counter 
trading in all securities of Purification Systems, Inc., (“Puri- } 
fication”), of Lathrup, Michigan for one ten-day period 
commencing at 1:00 p.m. (EST) on December 12, 1973 
and terminating at midnight (EST) December 21, 1973. 
(This company is not to be confused with Purification 
Systems, Inc., incorporated in Delaware.) 


The Commission initiated the trading suspension at the re- 
quest of Purification because the company has failed to 
comply with the reporting provisions of the Exchange Act 
resulting in the lack of current and accurate information 
available to the public. The last report the company filed 
with the Commission was an annual report on Form 10-K 
for the year ended August 31, 1970. 


On October 2, 1972 , Purification filed a petition under 
Chapter XI of the Federal Bankruptcy Act in the United 
States District Court, Eastern District of Michigan, and a 
proposed plan of arrangement was approved by the Federal 
Bankruptcy Court on November 26, 1973. 


The Commission cautions broker-dealers, shareholders and | 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently } 
available information and any information subsequently is- 
sued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange f 
Act, at the termination of the suspension, no quotation may 
be entered unless and until they have strictly complied with } 
all of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with I 
said rule, he should not enter any quotation but immediate- 
ly contact the staff of the Securities and Exchange Com- 
mission, Division of Enforcement in Washington, D.C. If 
any broker or dealer is uncertain as to what is required by 
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Rule 15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time as he 
has familiarized himself with said rule and is certain that all 
of its provisions have been met. If any broker or dealer 
enters any quotation which is in violation of said rule, the 
Commission will consider the need for prompt enforcement 
action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10555/December 12, 1973 


The Securities and Exchange Commission announced that 
the temporary suspension of over-the-counter trading in the 
securities of Stanndco Developers, Inc. located in Rochester, 
New York will terminate at midnight (EST) on December 
12, 1973. 


The Commission initiated the subject suspension on Nov- 
ember 13, 1973 because Stanndco failed to comply with 
the reporting provisions of the Exchange Act resulting in 
the lack of current and accurate information available to 
the public. 


Stanndco recently filed an ammendment to Form 10-K 
annual report for the fiscal year ended December 31, 1972 
which, among other things, showed a net income loss of 
$1,267,617 or net loss per share of $2.61 per share; a 
returned earnings deficit of $1,063,921; and a restatement 
of prior years’ financial statements to account for a change 
in accounting policies. In addition, Stanndco filed Form 
10-0 quarterly reports for the periods ended March 31, 
1973 and June 30, 1973 which reflect a net loss of 
$121,983 or $.24 per net loss per share and net income of 
$181,363 or $.35 per share respectively, for the three month 
and six month periods. Stanndco has not filed its Form 
10-0 for the quarter ending September 30, 1973. 


The information stated above which was released by the 
company has not been passed upon the Commission. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently is- 
sued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Act, at 
the termination of the trading suspension no quotation may 
be entered unless and until they have strictly complied 

with all of the provisions of said rule. If any broker or 
dealer has any questions as to whether or not he has com- 
plied with said rule, he should not enter any quotation but 
immediately contact the staff of the Division of Enforce- 
ment in Washington, D. C. If any broker or dealer is un- 
certain as to what is required by Rule 15c2-11, he should 
refrain from entering quotations relating to the securities 

in question until such time as he has familiarized himself 
with said rule and is certain that all of its provisions have 
been met. If any broker or dealer enters any quotation 
Which is in violation of said rule, the Commission will con- 
sider the need for prompt enforcement action. 









SECURITIES EXCHANGE ACT OF 1934 
Release No. 10556/December 13, 1973 


See Securities Act Release No. 5445/December 13, 1973 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10557/December 13, 1973 


On December 11, 1973 the Securities and Exchange Com- 
mission ordered the institution of public administrative pro- 
ceedings against three broker-dealers, certain of their prin- 
cipals, salesmen, customers and associates alleging violations 
of the anti-fraud and other provisions of the Federal securi- 
ties laws in connection with the original offerings of securi- 
ties of The Bolton Group, Ltd. (“Bolton”) and EKG Service 
Corp. ("EKG") and attermarket activities in Bolton. The 
Commission also issued orders temporarily suspending the 
exemptions of Bolton and EKG under Regulation A from 
the registration provisions of the Securities Act of 1933. 
The information leading to these proceedings was developed 
as a result of the joint SEC - NASD Task Force effort. 


The broker-dealers named as respondents are Park Securities 
Inc., underwriter of the Bolton and EKG offerings, Gotham 
Securities Corp. and Harris Upham and Co. Incorporated, 
all located or headquartered in New York City. Also named 
were Daniel J. Claridy, president of Park, Martin Demsky, 

a former Park salesman, and three persons closely associa- 
ted with Park or Claridy, Richard Pinto, Ciro Cozzolino 

and N. Carroll Mallow. The respondents also include Peter 
Caplin, president of Gotham, Robert Pile, a Harris Upham 
salesman, and Steve Harris, a securities salesman. 


Park conducted a Regulation A offering for Bolton of 
100,000 units at $1.25 per unit that cleared September 1, 
1972. In December of 1972 the units traded at their high 
of $9.00 per unit. Park conducted a Regulation A offering 
for EKG of 100,000 shares at $5.00 per share, on a one- 
third or none basis, that cleared September 29, 1972. 


The Park order alleges that Park, Claridy, Pinto, Cozzolino 
and Mallow withheld Bolton units from the public offering 
and placed them in nominee accounts. The order also 
alleges that these persons then dominated, controlled and 
manipulated the market for Bolton units by, among other 
things, opening the market at an artificial premium, en- 
gaging in wash transactions, purchasing Bolton units away 
from Park in transactions that gave a misleading appearance 
to the market and inducing Gotham to trade and quote 
Bolton units at Park’s direction pursuant to a guaranteed 
profit arrangement. 


Demsky and Pile are alleged to have recommended the pur- 
chase of Bolton units in disregard of adverse information 
concerning Bolton, at highly inflated prices bearing no 
relationship to the company’s business and prospects, with- 
out having a reasonable basis for the recommendation and 
without having made reasonable inquiry concerning the 
company. 


Harris Upham is alleged to have failed to supervise Pile pro- 
perly. 
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Park, Claridy and Pinto are alleged to have improperly 
caused a closing of the EKG offering to take place by turn- 
ing purchasers’ funds over to the company when a condi- 
tion to such closing, sale of one-third of the offering and 
receipt of the proceeds within a certain time period, had 

not been achieved, and to have falsely created the appear- 
ance that 33,333 shares of the offering had been publicly 
sold by inducing a person closely related to EKG to pur- 
chase a substantial number of EKG shares through a nominee 
account at Park. They are also alleged to have refused to 

sell EKG stock in the offering to persons requesting such 
stock when unsold stock was available and falsely repre- 
sented that none of the issue remained unsold. 


The order also charges violations of the registration pro- 
vision of the Securities Act. It also charges certain of the 
respondents with violation of rules dealing with bookkeep- 
ing, inter-dealer-quotations and market activities by parti- 
cipants in distributions prior to the completion of their 
participation in the distribution. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 10558/December 13, 1973 


The Securities and Exchange Commission announced pur- 
suant to Section 15(c) (5) of the Securities and Exchange 
Act of 1934 ("Exchange Act”) the temporary suspension 
of over-the-counter trading in all securities of Parkview- 
Gem, Inc., located in Kansas City, Missouri, for the ten-day 
period commencing at 12:00 noon (EST) on December 13, 
1973 and terminating at midnight (EST) on December 22, 
1973. 


The Commission initiated the temporary trading suspension 
because of the lack of accurate and adequate current in- 
formation concerning Parkview’s operations and financial 
condition. Parkview is delinquent in filing a Form 10-K 
report for the fiscal year ended July 28, 1973. The company 
informed the Commission that it is preparing to file a 
petition under either Chapter X or Chapter XI of the federal 
Bankruptcy Act. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently is- 
sued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation 
may be entered unless and until they have strictly complied 
with all of the provisions of said rule. If any broker or 
dealer has any questions as to whether or not he has com- 
plied with said rule, he should not enter any quotation but 
immediately contact the staff of the Securities and Exchange 
Commission, Division of Enforcement in Washington, D. 

C. If any broker or dealer is uncertain as to what is re- 
quired by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until such 
time as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in violation 
of said rule, the Commission will consider the need for 
prompt enforcement action. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 10559/December 14, 1973 


Admin. Proc. File No. 3-4384 
In the Matter of 


PEPSICO OVERSEAS CORPORATION 
Purchase, New York { 


APPLICATION PURSUANT TO SECTION 12(h) 


The Securities Exchange Commission has issued a notice 
giving interested persons until January 7, 1974 to request 
a hearing on an application by PepsiCo. Overseas Corpora- 
tion ("the Company”), a wholly-owned subsidiary of 
PepsiCo., Inc. (“PepsiCo”), pursuant to Section 12(h) 

of the Securities Exchange Act of 1934 ("the Act”) for an 
order exempting the Company from the reporting require- 
ments of Section 13(a) of the Act. The Company was 
organized for the principal purpose of obtaining funds for 
the capital requirements of PepsiCo’s international oper- 
ations. The Company’s 4% Guaranteed Debentures due } 
1981 are listed on the New York Stock Exchange, where 
only limited trading has occurred. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18213/December 11, 1973 


In the Matter of 


THE CONNECTICUT LIGHT AND POWER COMPANY 
Berlin, Connecticut 


THE HARTFORD ELECTRIC LIGHT COMPANY 
Wethersfield, Connecticut 


WESTERN MASSACHUSETTS ELECTRIC COMPANY 
West Springfield, Massachusetts 
(70-5422) 


ORDER AUTHORIZING AMENDMENTS TO CHARTERS 
TO INCREASE AUTHORIZED PREFERRED STOCK 
AND OF A PROPOSAL TO CONTINUE CURRENT 
AUTHORIZATIONS TO INCUR SHORT-TERM UN- 
SECURED INDEBTEDNESS 


The Connecticut Light and Power Company ("“CL&P”), 
The Hartford Electric Light Company ("HELCO”), and 
Western Massachusetts Electric Company (“WMECO”), 
electric utility subsidiaries of Northeast Utilities (“North- 
east”), a registered holding company, have filed a decla- 
ration and amendment thereto with this Commission pur- 
suant to Sections 6(a), 7, and 12(e) of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rules 62 and 
65 promulgated thereunder regarding the following proposed 
transactions. 
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The charters of CL&P and HELCO each provide for a class 
of preferred stock which may be issued from time to time 


in series, at such times and on such terms as their respective 
boards of directors determine. CL&P’s charter presently 
authorizes 3,500,000 shares of such preferred stock with 

a par value of $50 per share, of which 2,500,000 shares 

are now outstanding, and HELCO’s charter authorizes 
2,200,000 shares at a par value of $50 per share, of which 
1,324,000 shares are now outstanding. The amended de- 
claration states that CL&P and HELCO believe it is in the 
best interests of their shareholders that the two companies 
be in a position whereby they can promptly raise additionai 
funds for construction in the future through the issuance 
and sale of mortgage bonds and preferred stock. Therefore, 
CL&P and HELCO propose to amend their respective 
charters to increase the authorized preferred stock from 
3,500,000 to 6,000,000 shares in the case of CL&P, and 


from 2,200,000 to 3,000,000 shares in the case of HELCO. 
The issuance and sale of such additional shares of preferred 
stock, if authorized, will be the subject of further appli- 
cations or declarations with this Commission. 


The terms of the preferred stock of CL&P, HELCO, and 
WMECO provide that the amount of unsecured indebted- 
ness of each company having maturities of less than ten 
years which may be issued or assumed shall not exceed 10% 
of the sum of the principal amount of all bonds and other 
secured indebtedness and the capital stock, premium and 
surplus of the companies, and that all unsecured indebted- 
ness issued or assumed shall not exceed 20% of such sum. 
Nevertheless, in 1971, the companies each received the 
consent of a majority of their respective preferred stock- 
holders to exceed the aforementioned 10% limitation, but 
not the aforementioned 20% limitation, provided that 
such excess short-term indebtedness be issued or assumed 
prior to February 10, 1974, and mature by February 10, 
1975, in the case of WMECO, and be issued or assumed 
prior to March 31, 1974, and mature by March 31, 1975 
in the case of CL&P and HELCO. (Holding Company Act 
Release Nos. 16993, 17077, and 17073, respectively.) 
CL&P, HELCO, and WMECO now propore to continue their 
current authorization, subject to approval of their re- 
spective preferred stockholders, to issue or assume short- 
term unsecured indebtedness in excess of the 10% limita- 
tions provided: (i) such indebtedness is issued or assumed 
on or prior to March 31, 1979 in the case of CL&P and 
HELCO, and February 10, 1979, in the case of WMECO; 
(ii) such indebtedness shall have a maturity not later than 
March 31, 1980, in the case of CL&P and HELCO, and 
February 10, 1980, in the case of WMECO; and (iii) the 
20% limitation on all unsecured indebtedness of each com- 
pany shall continue. The amended declaration states that 
the principal reason underlying the request to continue 
such authorization is to assist the three companies in the 
timing and planning of long-term financing and that 
greater availability of short-term financing will permit the 
declarants more time and flexibility in meeting the cover- 
age requirements of their respective mortgage indentures 
and preferred stock provisions. 


CL&P, HELCO, and WMECO further propose to solicit the 
Proxies from their respective preferred stockholders to be 
used at special meetings to be held on December 17, 1973, 


for the purpose of obtaining shareholder approval for the 
foregoing proposals. No proxies will be solicited from 
Northeast, the sole common stockholder of each of the 
companies. Approval for the proposals to increase author- 
ization of preferred stock, by charter amendment, requires 
the affirmative vote of two-thirds of the outstanding shares 
of both preferred and common stock, each voting as a class. 
Northeast intends to vote its shares of common stock in 
CL&P and HELCO in favor of such amendments. Approval 
of the proposal to increase the short-term unsecured debt 
limitation requires the affirmative vote of a majority of 

the total shares of outstanding preferred stock voting as a 
class. In connection with the solicitation of shareholder 
consent, CL&P, HELCO, and WMECO have filed the re- 
levant proxy materials with the Commission and the Com- 
mission, pursuant to Rule 62, has by order authorized the 
use of these proxy materials. (HCAR No. 18167) 


It is stated that no state commission and no Federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transactions. 


Due notice of the filing of said declaration and amend- 
ments thereto has been given in the manner prescribed in 
Rule 23 promulgated under the Act (Holding Cornpany 
Act Release No. 18167), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said declaration, as amended, 
be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as 
amended, be, and it hereby is, permitted to become ef- 
fective forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18214/December 11, 1973 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New York, New York 
(70-5366) 


ORDER AUTHORIZING POST-EFFECTIVE AMEND- 
MENT REGARDING REDUCTION IN AMOUNT OF 
AUTHORIZED BORROWINGS UNDER A REVOLVING 
CREDIT AGREEMENT 


Middle South Utilities, Inc. (“Middle South”), a registered 
holding company, has filed with the Commission a second 
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post-effective amendment to its previously amended decla- 
ration in this proceeding pursuant to Sections 6(a) and 7 of 
the Public Utility Holding Company Act of 1935 ("Act") 
regarding the following proposed transaction. 


By order dated August 24, 1973 (HCAR No. 18065), the 
Commission, among other things, authorized Middle South 
to Initially issue and sell its unsecured promissory notes in 
an aggregate amount not to exceed $30,000,000 outstanding 
at any one time, under a $135,000,000 revolving credit 
agreement with a group of seven commercial banks headed 
by Manufacturers Hanover Trust Company of New York 
("Banks"). By order dated November 21, 1973 (HCAR 

No. 18178), the Commission permitted to become effective 
the first post-effective amendment to the declaration, 
whereby Middle South was authorized to increase from 
$30,000,000 to $88,700,000 the maximum aggregate 
amount of short-term notes to be issued and sold to the 
Banks. Of this total, $30,000,000 was to be borrowed to 
pay the purchase price of 4,750,000 shares of common 
stock, without nominal or par value, of Louisiana Power & 
Light Company ("LP&L”), an electric utility subsidiary 
company of Middle South. 


Middle South now proposes to reduce to $15,000,000, from 
$30,000,000, the amount of such borrowings to provide 
funds for the purchase of 2,362,500 shares of LP&L’s 
common stock (authorized by Commission order dated 
November 30,1973, HCAR No. 18200). In all other re- 
spects the transactions heretofore authorized and described 
in the Commission order dated August 24, 1973, as amend- 
ed by said first post-effective amendment, remain un- 
changed. 


No State or Federal commission, other than this Com- 
mission, has jurisdiction over the proposed transaction. 
No special fees and expenses are anticipated in connection 
with the transaction referred to herein. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in the 
interest of investors and consumers that said declaration, as 
now amended by said post-effective amendment, be per- 
mitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as now 
amended by said post-effective amendment, be, and it here- 
by is, permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18215/December 12, 1973 
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In the Matter of 


DELMARVA POWER & LIGHT COMPANY 
800 King Street 
Wilmington, Delaware 19899 


DELMARVA POWER & LIGHT COMPANY OF 
MARYLAND 

DELMARVA POWER & LIGHT COMPANY OF 
VIRGINIA 

U.S. Route 13 and Naylor Mill Road 

Salisbury, Maryland 21801 

(70-5421) 


NOTICE OF PROPOSED ACQUISITION OF UTILITY 
ASSETS AND BUSINESS OF PRIVATELY - OWNED 
ELECTRIC UTILITY COMPANIES 


NOTICE IS HEREBY GIVEN that Delmarva Power & Light 
Company ("Delmarva"), a registered holding company, and 
its two wholly-owned public utility subsidiaries, Delmarve 
Power & Light Company of Maryland (”Delmarva-Maryland") 
and Delmarva Power & Light Company of Virginia ("Del- 
marva-Virginia”), have filed an application-declaration with 
this Commission pursuant to the Public Utility Holding 
Company Act of 1935 ("Act"), designating Sections 6, 7, 
9(a) (1), 10, and 12 of the Act as applicable to the follow- 
ing proposed transactions. All interested persons are refer- 
red to the application-declaration, which is summarized 
below, for a complete statement of the proposed trans- 
actions. 


Applicants-declarants propose to acquire the utility assets 
and business of two non-affiliated companies, namely, 
Stockton Light and Power Company, a Maryland Cor- 
poration ("“Stockton-Maryland”), and the latter’s wholly- 
owned subsidiary, Stockton Light and Power Company, a 
Virginia Corporation ("Stockton-Virginia”). The Stockton 
companies are engaged in the transmission and retail dis- 
tribution of electric energy in two small adjoining areas of 


Maryland and Virginia, respectively. Their service territories | 


encompass fewer than 900 customers, and are adjacent to 
the Delmarva system distribution territory. The Stockton- 
Maryland system is interconnected with Delmarva-Maryland 
from which it purchases at wholesale the total electric 
energy requirements of both itself and of the Stockton- 
Virginia system. Stockton-Maryland and Stockton-Virginia 
operate exclusively retail distribution facilities consisting 
of overland lines, line transformers, meters, transportation 
equipment, land and buildings. 


As a result of the proposed transactions, Delmarva-Maryland 
will acquire the assets and franchises and assume the obli- 
gations of Stockton-Maryland, and Delmarva-Virginia will 
acquire the assets and franchises and assume the obliga- 
tions of Stockton-Virginia. Delmarva will pay $296,298 
to Stockton-Maryland and $128,712 to Stockton-Virginia 
in shares of its common stock (to be newly issued), subject 
to adjustments between December 31, 1972, and the date 
of settlement. It is estimated that a total of approximately 
27,420 shares of common stock will be thus issued by Del- 
marva. Delmarva, in turn, will be reimbursed by stock and 
notes issued and delivered to it by Delmarva-Maryland and 
Delmarva-Virginia, as more fully described below. 
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Applicants-declarants state that Delmarva submitted the 
most favorable offer for the Stockton properties in a res- 
ponse to a request for bids. Thereafter, a contract of sale 
(“Contract”) was executed on July 31, 1973, subject to the 
receipt of all necessary regulatory approvals, between the 
applicants-declarants, the two Stockton companies, and 
Dorothy Trader Turner who is the holder (as surviving 
trustee) of all the stock of Stockton-Maryland. 


At closing, Stockton-Maryland will convey to Delmarva- 
Maryland all its property (except stock of Stockton-Vir- 
ginia), including franchises, operating rights and accounts 
receivable. Delmarva-Maryland will receive the property 

and assume the obligations of Stockton-Maryland, recorded 
on the latter’s books at net amounts of $186,616 and 
$114,792, respectively, as of December 31, 1972. Similarly, 
Stockton- Virginia will convey to Delmarva-Virginia all its 
property, including franchises, operating rights and accounts 
receivable. Delmarva-Virginia will receive the property 

and assume the obligations of Stockton-Virginia, recorded 
on the latter’s books at net amounts of $26,729 and 
$16,746, respectively, as of December 31, 1972. The two 
Stockton companies will thereupon cease doing business as 
operating utilities. 


To reimburse Delmarva for the purchase price of the re- 
spective Stockton properties, Delmarva-Maryland and Del- 
marva-Virginia will each issue and deliver to Delmarva: 

(i) apromissory note (“Note”) for one-half of the value of 
Delmarva’s stock (rounded to the next lower $1,000) de- 
livered respectively to Stockton-Maryland and Stockton- 
Virginia; (ii) their common stock in an amount equal in 
aggregate par value to the face amount of their respective 
Notes; and (iii) cash for the respective balances. Both 
Notes will mature thirty years from date and bear interest 
at the cost of money on Delmarva’s last prior public sale 
of its bonds rounded to the next higher one-tenth of one 
per cent. Upon receipt of the Notes and stock of its sub- 
sidiaries, Delmarva in turn will pledge such Notes and stock 
under its Mortgage and Deed of Trust, dated as of October 
1, 1943, to Chemical Bank, N.Y., trustee. 


The consideration offered by Delmarva is stated to have 
been determined through appraisal of the property, busi- 
ness and service area to be acquired, in consultation with 
Middle West Service Company, independent consultants 
and appraisers to the utility industry. The aggregate pur- 
chase price of $425,010 for the two Stockton properties 
exceeds the net book value thereof by approximately 
$343,000 as of December 31, 1972. It is stated that the 
treatment of the excess acquisition cost in the accounts of 
Delmarva-Maryland and Delmarva-Virginia will be subject 
to approval, respectively, of the Public Service Commission 
of Maryland and the State Corporation Commission of 
Virginia. The consolidated income statement of Delmarva 
and its subsidiaries for the 12 months ended July 31, 1973, 
pro forma giving effect to the proposed transactions, in- 
dicates that there will be no change from the actual earn- 
ings applicable to the common stock of Delmarva of $2.03 
per share reported for that period. 


Applicants-declarants state the proposed acquisitions will 
simplify and integrate the electric business in this part of 
the Delmarva system, providing more efficient and econo- 
mical operation through managerial and operational exper- 





tise, as well as additional capital required to meet the 
standards of service and growth deemed appropriate by the 
several regulatory commissions having jurisdiction in the 
Stockton territories. It is further stated that there will be 
no adverse.impact on the customers of the Delmarva system. 
Present rates charged to Stockton customers will remain 
unchanged until such time as rate revision is authorized by 
the appropriate regulatory commission. In that connection, 
it is stated that if Delmarva-Maryland rates were now 
charged to Stockton-Maryland customers, there would be 

an overall rate decrease. If Delmarva-Virginia rates were 
now charged to Stockton-Virginia customers, there would 
be some overall rate increase to Stockton-Virginia custo- 
mers, who are stated to have had no rate increase since 
1965. 


The following Federal and State regulatory bodies have 
jurisdiction over all or certain aspects of the proposed 
transactions: The State Corporation Commission of Vir- 
ginia; the Public Service Commission of Maryland; the Pub- 
lic Service Commission of Delaware; the Circuit Court of 
Worcester County, Maryland; and the Federal Power Com- 
mission. No other State or Federal commission, other than 
this Commission, has jurisdiction over the proposed trans- 
actions. The fees and expenses to be incurred in connection 
with the proposed transactions are estimated to total 
$19,000, including legal fees of $7,000 and accounting fees 
of $5,000. 


NOTICE iS FURTHER GIVEN that any interested person 
may, not later than January 7, 1974, request in writing 
that a hearing be held on such matter, stating the nature 

of his interest, the reasons for such request, and the issues 
of fact or law raised by said application-declaration which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D. C. 20549. 
A copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the appli- 
cants-declarants at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney-at-law, by 
certificate) should be filed with the request. At any time 
after said date, the application-declaration, as filed or as it 
may be amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Com- 
mission may grant exemption from such rules as provided 
in Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive 
notice of further developments in this matter, including 
the date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18216/December 13, 1973 


See Securities Act Release No. 5445/December 13, 1973 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18217/December 12, 1973 


In the Matter of 


AMERICAN NATURAL GAS COMPANY 
AND ITS SUBSIDIARY COMPANIES 
New York, New York 

(70-5402) 


ORDER AUTHORIZING SALE BY HOLDING COM- 
PANY OF ALL THE OUTSTANDING COMMON STOCK 
OF GAS SUBSIDIARY TO NON-AFFILIATED GAS U- 
TILITY COMPANY; EXCEPTION FROM RULE 45(b) (6) 


American Natural Gas Company (“American Natural”), a 
registered holding company, and its subsidiary companies 
have filed a declaration and an amendment thereto with 
this Commission pursuant to Sections 12(d) and 13 of the 
Public Utility Holding Company Act of 1935 ("Act”) and 
Rules 44, 45(b) (6), 86, 87, 88 and 100 promulgated there- 
under regarding the following proposed transactions. 


American Natural proposes to sell, pursuant to a Stock 
Purchase Agreement (“Agreement”) executed on September 
11, 1973, with Indiana Gas Company, Inc., ("Indiana Gas”), 
a non-affiliated exempt holding company, all of the out- 
standing common stock (63,219 shares with a par value of 
$100 per share) of Central Indiana Gas Company ("Central 
Indiana”), a wholly-owned gas utility subsidiary of American 
Natural, for a cash purchase price of $20.5 million. If the 
foregoing transaction is approved, it is further proposed 
that American Natural Gas Service Company, a wholly- 
owned mutual service subsidiary of American Natural, will, 
after the closing date and only for so long as necessary, pro- 
vide Indiana Gas with certain customer computer billing 
and related programming services at cost. Indiana Gas has 
filed an application, and amendments thereto, with the 
Commission concurrently with this declaration requesting 
the Commission’s approval for its purchase of the Central 
Indiana common stock (see Holding Company Act Release 
No. 18156). 


Central Indiana, which was acquired by American Natural 
on January 1, 1967, (Holding Company Act Release No. 
15620) supplies gas to approximately 100,000 retail cus- 
tomers in 62 communities and surrounding areas in east 
central Indiana. Indiana Gas serves approximately 180,000 
customers in 126 communities and adjacent areas in north 
central, central and southern Indiana. Central Indiana’s 
service area is contiguous to the north system service area 
of Indiana Gas. At July 31, 1973, Central Indiana’s net 
utility plant amounted to $47,556,000 and its gross re- 
venues for the 12-month period ended on that date were 
approximately $37 million. The comparable figures for 
Indiana Gas were approximately $102 million and $61 
million, respectively. 
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Both Central Indiana and Indiana Gas are supplied by Pan- 
handle Eastern Pipe Line Company ("Panhandle Eastern”), 
Michigan Wisconsin Pipe Line Company ("Michigan Wis- 
consin”), a gas pipe line subsidiary of American Natural, is 
connected to Central Indiana but supplies less than 1% of 
the gas requirements of that company. Michigan Wis- 
consin also provides gas storage service to Central Indiana 
under agreements approved by the Federal Power Com- 
mission. 







Because of the limited assistance Michigan Wisconsin has ) 
been able to render Central Indiana through its storage 
and supply services, and because of the limited availability 
of additional natural gas for expansion of Michigan Wis- 
consin’s pipe line system, American Natural has concluded 
that Central Indiana’s gas supply situation can best be 
improved through its participation with Indiana Gas in the 
latter’s effort to develop supplies through construction of 
a synthetic fuels plant to serve both companies. It is also 
expected that the proposed transaction will permit Central 
Indiana and Indiana Gas to coordinate purchases of gas 

from their common supplier, Panhandle Eastern, and co- 
ordinate the use of storage capabilities. 


By Order dated July 2, 1973, the Commission granted 
American Natural an exception from the competitive bid- 
ding requirements of Rule 50 under the Act with respect to 
the sale of said 63,219 shares of common stock of Central 
Indiana (Holding Company Act Release No. 18019). There- 
after, American Natural commenced the following program 
for the sale of the common:stock or assets of Central In- 
diana. In order to assure consideration of all proposals for 
the purchase of the stock or assets of Central Indiana, and 
to obtain the most advantageous purchase price possible, 
American Natural adopted a plan pursuant to which letters 
were mailed to six gas and electric utilities with net assets 
of $20 million or more operating in the State of Indiana, 
inviting bids for said stock or assets. In addition, advertise- 
ments were published in various newspapers of general cir- 
culation. In response to its invitation for bids and to its 
advertisements, American Natural received inquiries from 
seven interested parties, of which Indiana Gas was the only 
utility company. Each of the interested parties was then 
supplied with information concerning the business and 
properties of Central Indiana; and thereafter, by letter 
dated July 16, 1973, all of the interested parties were re- 
quested to inform American Natural by July 27, 1973, of 
their desire to participate in competitive negotiations, of 
their ability to finance the acquisition and to direct the 
affairs of a regulated gas public utility, of their plans and 
proposals for employees of Central Indiana and of any 
other appropriate matters involving the acquisition of the 
stock or assets of Central Indiana. The only response was 
that of Indiana Gas, which, by letter dated July 24, 1973, 
expressed its desire to participate in competitive negotiations 
for the purchase of the Central Indiana stock at a price in 
excess of $19,043,000, the book value thereof as of May 
31, 1973, which American Natural had established as the 
minimum acceptable price. At the same time, Indiana Gas 
submitted information establishing its ability to finance 
the acquisition, a statement of its ability to direct properly 
the affairs of a regulated gas public utility, a statement of 
its plans to retain the employees of Central Indiana, anda 
statement of its belief that the combined facilities of the 
two companies would improve their gas supply and storage 
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service to the customers of the two companies. 


Thus, as a result of the foregoing procedure, the only pro- 
posal received by American Natural was that of Indiana 

Gas -- with whom negotiations for sale of the Central In- 
diana stock were thereupon commenced, culminating in the 
Agreement of September 11, 1973. The agreed sales price 
of $20.5 million is 10.54 times Central Indiana’s net income 
for the twelve months ended July 31, 1973; 10.4 times net 
income for the calendar year 1972; and 10.75 times average 
net income for the five - year period 1968 through 1972. 
Further, the selling price is 108.3% and 115.2%, respectively, 
of the book value of the Central Indiana stock as of July 
31, 1973, and estimated as of December 31, 1973. 

American Natural states that its negotiations with the pur 
chaser were conducted throughout at arms length; that 
based upon contemporaneous market evaluations of com 
parable criteria for American Natural’s own common stock 
as well as for the common stocks of other gas companies, 
American Natural’s management considers the agreed price 
to be fair and adequate -- a judgement which American 
Natural states has been confirmed by its investment con 
sultants. 


The Agreement has been approved by Indiana Gas’ Board 
of Directors and is to be submitted for approval by a 
majority vote of the holders of the Indiana Gas’ common 
stock at a special meeting for that purpose to be held on 
December 14, 1973. The closing date of the Agreement is 
presently scheduled for December 31, 1973. The closing 
date of the Ag;eement is presently scheduled for December 
31, 1973, but may be extended, by mutual consent of the 
parties, to a date not later than June 30, 1974. The Agree 
ment stipulates that Indiana Gas is purchasing the Central 
Indiana stock for investment and not with a view to the 
sale or distribution thereof. 


The tax basis of American Natural’s investment in the com- 
mon stock of Central !ndiana is estimated to be approx- 
imately $13,144,000 as of December 31, 1973; hence, 
American Natural will realize a pre-tax capital gain of 
approximately $7,356,000 as a result of the proposed sale 
of the Central Indiana stock. American Natural, which 
joins annually with its subsidiary companies in the filing of 
aconsolidated Federal income tax return, states that inclu- 
sion of said capital gain the consolidated tax return would 
result in an inequitable allocation of the consolidated tax 
liability pursuant to the exceptive provisions of Rule 45(b) 
(6) under the Act. Such inequity is said to result from the 
fact that under the rule American Natural would be liable 
for a portion of the total consolidated tex liability, the bulk 
of which arises from the 48% tax rate applicable to the 
systern’s ordinary taxable income, whereas American 
Natural’s net “contribution” to the system’s total taxable 
income would be derived from said capital gain which is tax- 
able at the lower 30% rate. Accordingly, American Natural 
requests authorization, for the tax year 1973 (or for the 
tax year 1974, if the closing date for the sale of the Central 
indiana stock should be later than December 31, 1973), to 
allocate the consolidated tax liability in a manner deviating 
-_ the literal procedure prescribed by Rule 45(b) (6), as 
ollows: 


by apportioning the liability for the normal tax 
surtax (48%) on ordinary income in accordance 


with the ratio which that portion of the consoli- 
dated ordinary taxable income attributable to 
each member of the consolidated group having 
ordinary taxable income bears to the consoli- 
dated ordinary taxable income (subject to other 
adjustments pursuant to prior authorizations by 
the Commission in File Nos. 70-3791, 70-4135, 
70-4648, and 70-5349, Holding Company Act 
Release Nos. 14013, 14904, 16331, and 17984, 
respectively); and 
(b) by apportioning the liability for tax (30%) on 
consolidated net long-term capital gain in ac- 
cordance with the ratio which that portion of the 
consolidated net long-term capital gain attribu- 
table to each member of the group having net 
long-term capital gain bears to the consolidated 
net long-term capital gain. 


Based on estimated consolidated financial results for the 
year 1973 (including consummation of the proposed sale 
of the Central Indiana stock), the tax liability allocable to 
American Natural would amount to $2,206,800 under the 
proposed method of allocation as against $2,581,101 under 
the procedure of Rule 45(b) (6). 


The proposed method of allocation would continue to be 
subject to the general proviso of the rule that in no event 
shall the tax liability allocated to any subsidiary company 
exceed the amount of tax of such company based upon a 
separate return computed as if such company had always 
filed its tax returns on a separate return basis. 


American Natural’s investment in the Central Indiana com- 
mon stock is recorded on its books at $15,949,536, as of 
July 31, 1973. After allowing for the above capital gains 
tax of $2,206,800, American Natural’s net profit from the 
proposed sale will be $2,343,664, which will be credited to 
its income and retained earnings accounts. The after-tax 
cash receipt ($18,293,200) from the sale will be used by 
American Natural initially to reduce its borrowings from 
banks which amounted to $25,600,000 at August 31, 1973. 


Declarants state that the fees, expenses and commissions 
incurred or to be incurred in connection with the proposed 
transaction will aggregate $54,500, which includes 
$35,000 for investment consultation fees and $22,500 for 
legal fees. It is represented that no State commission and 
no Federal commission, other than this Commission has 
jurisdiction over the proposed sale of the Central Indiana 
stock by American Natural; and that the purchase thereof 
by Indiana Gas has been approved by the Public Service 
Commission of Indiana. 


Due notice of the filing of said declaration, as amended, 
has been given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (Holding Company Act Release 
No. 18134), and no hearing has been requested of or order- 
ed by the Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable standards of 
the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said declaration, as amended, be permitted to 
become effective: 
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IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as 
amended, be, and it hereby is, permitted to become ef- 
fective forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18218/December 12, 1973 


In the Matter of 
INDIANA GAS COMPANY, INC. 


Indianapolis, Indiana 
(70-5401) 


ORDER AUTHORIZING PURCHASE BY EXEMPT HOLD- 


ING COMPANY OF STOCK OF SUBSIDIARY GAS 
COMPANY OF REGISTERED HOLDING COMPANY 


Indiana Gas Company, Inc. ("Indiana Gas”), an exempt 
holding company organized under the laws of Indiana, has 
filed an application and amendments thereto with this 
Commission pursuant to Section 9(a) (2) of the Public 
Utility Holding Company Act of 1935 (“Act”) and Rule 62 
promulgated thereunder regarding the following proposed 
transaction. 


indiana Gas is a gas utility operating company, and also a 
public utility holding company by virtue of its existing 
ownership of Ohio River Gas Company, Inc. ("Ohio Gas”), 
a gas utility company. Ohio Gas, an Indiana corporation, 
serves 130 customers in Kentucky; in the year ended 

July 31, 1973, its gross utility revenues amounted to 
$63,000, and its net utility plant on that date was $55,000. 
Pursuant to Rule 2 under the Act, Indiana Gas has hereto- 
fore filed a statement and subsequent annual statements 
with this Commission on the prescribed Form U-3A-2, 
exempting it from all the provisions of the Act except Sec- 
tion 9(a) (2) thereof, which governs the acquisition of 
securities of any public utility company. 


Indiana Gas now proposes to purchase, pursuant to the 
terms of a Stock Purchase Agreement ("Agreement”) 
executed on September 11, 1973, with American Natural 
Gas Company ("American Natural”). a registered holding 
company, all of the 63,219 outstanding shares of common 
stock, par value $100 per share, of Central Indiana Gas 
Company (“Central Indiana”), a gas utility subsidiary com- 
pany of American Natural. The purchase price stated in 
the Agreement is $20.5 million. Concurrently with this 
application, American Natural filed a declaration with the 
Commission requesting authorization under the applicable 
provisions of the Act and the rules thereunder, for the sale 
of the Central Indiana common stock (HCAR No. 18134). 


Central Indiana, which was acquired by American Natural 
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on January 1, 1967 (Holding Company Act Release No. 
15620), supplies gas to approximately 100,000 retail 
customers in 62 communities and surrounding areas in east 
central Indiana. Indiana Gas serves approximately 180,000 
customers in 126 communities and adjacent areas in north 
central, central and southern Indiana. The service areas of 
Indiana Gas and Central Indiana are contiguous, and the 
classes of customers and size of communities served are 
generally comparable. At July 31, 1973, Indiana Gas’ net 
utility plant amounted to $102 million, and its gross 
revenues for the 12-month period ended on that date were 
approximately $67 million. The comparable figures for 
Central Indiana were approximately $47 million and $37 
million, respectively. Both Central Indiana and Indiana 
Gas are supplied by Panhandle Eastern Pipeline Company. 
Michigan Wisconsin Pipe Line Company ("Michigan Wis- 
consin”), a gas pipe line subsidiary of American Natural, 
supplies less than 1% of the gas requirements of Central 
Indiana. Michigan Wisconsin also provides gas storage ser- 
vice to Central Indiana under agreements approved by the 
Federal Power Commission. 


By reason of these factors, the applicant believes that the 
distribution system and operations of Central Indiana can 








be integrated into those of Indiana Gas to permit realiza- 

tion of economies and efficiencies in the operations of the 
integrated companies, as well as to improve the ability of 
both to meet the gas needs of customers served by them. 
Further, the applicant believes that greater efficiency and 
lower costs will result from combining data processing and 
other expenses and from the elimination or reduction of 
other administrative expenses currently reflected as 
expenses of Central Indiana; that the addition of the system 
gas requirements of Central Indiana.will assist in achieving 
efficient utilization of a Naptha-based substitute natural 
gas facility, the construction of which, at an estimated 
cost of $28 million, is currently being planned by Indiana 
Gas; and, finally, that an ultimate improvement to its 
earnings will occur as a result of acquiring the Central Ind- 
iana stock, based upon the assumption that operating 
results of Central Indiana continue at levels comparable to 
those presently anticipated. 


It is stated that the Agreement resulted from arms’ length 
negotiations between representatives of Indiana Gas and 
American Natural in the period from August 7 to August 
30, 1973, conducted pursuant to an Order of the Com- 
mission dated July 2, 1973 granting American Natural an 
exception from the competitive bidding requirements of 
Rule 50 under the Act with respect to the proposed sale 
of its interest in Central Indiana (Holding Company Act 
Release No. 18019). The program undertaken by American 
Natural for its disposition of Central Indiana, culminating 
in the Agreement with Indiana Gas, is set forth in the 
declaration, and amendment thereto, filed with the Com- 
mission by American Natural concurrently herewith, and 
summarized in Holding Company Act Release No. 18134. 


The agreed purchase price of $20.5 million is 10.54 times 
Central Indiana’s net income for the twelve months ended 
July 31, 1973; 10.4 times net income for the calendar year 
1972; 10.7 times average net income for the five year per- 
iod 1968 through 1972; and 108.3% and 115.2%, respective 
ly, of the book value of the Central Indiana common stock 
as of July 31, 1973 and December 31, 1972. In agreeing 
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on the purchase price, Indiana Gas states that it took into 
consideration not only Central Indiana’s historical earnings 
as well as its potential future earnings, but also the location 
of its property, the value of its underlying utility assets, and 
the value to Indiana Gas of adding this distribution system 
to its own system, including the additional financial 

strength as well as the potential economies and efficiencies 
in the operation of the combined system. 
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Indiana Gas will initially finance the purchase price through 
the short-term bank loan described below; and it presently 
contemplates repaying the loan by permanent financing 
through the sale of additional shares of its common and 
preferred stock in the ratio of one-third common and two- 
thirds preferred. On that basis, and assuming a dividend 
rate of 8% on such new preferred stock, Indiana Gas esti- 
mates that the addition to net income equal to Central 
Indiana’s average net income of the past five calendar years 
would result in pro forma net income of $3.42 per share of 
Indiana Gas’ common stock, as compared with its actual 
earnings of $3.50 per share in the 12-month period ended 
August 31, 1973. It is stated, however, that this pro forma 
estimate gives no effect to a general rate increase which 
Central Indiana was authorized to put into effect on Sep- 
tember 1, 1973, which Indiana Gas believes could result in 
pro forma earnings of $3.61 per share of its common stock. 


The short-term bank loan referred to above will be effected 


pursuant to a loan agreement, dated October 1, 1973, bet- 
ween Indiana Gas and Merchants National Bank & Trust 
Company of Indianapolis (“Merchants National”). The 
latter has arranged for other banks to participate in the 
loan. To evidence the loan, Indiana Gas will issue its pro- 
missory note (“Note”), dated as of the date of issuance, 
maturing not more than eleven months thereafter, and 
bearing interest at a rate equal to 117.5% of the prime 
commercial rate, as adjusted from time to time for any 
changes thereof, in effect at Merchants National. In the 
event the loan is not repaid on or before June 30, 1974, 

the interest rate after that date will be increased by % of 

1% above the then existing rate, subject to upward or down- 
ward adjustment as heretofore noted, until the Note is paid 
in full. indiana Gas will have the option at any time to pre- 
pay, without penalty, the principal amount of the Note. 


The Agreement, which has been approved by Indiana Gas’ 
Board of Directors, is conditioned upon approval thereof 

by amajority vote of the Indiana Gas common stockholders 
at a special meeting for that purpose to be held on December 
14, 1973. Indiana Gas has filed the relevant proxy materials 
with the Commission and the Commission, pursuant to Rule 
62, has heretofore issued an order authorizing the use of 
such proxy materials. (HCAR No. 18156). The closing 

date specified in the Agreement is December 31, 1973, but 
may be automatically extended to a date not later than 

June 30, 1974, and beyond that by the mutual consent of 
the parties. 


The Agreement stipulates that Indiana Gas is purchasing the 
Central Indiana common stock for investment and not with 
a view to the sale or distribution thereof. In that respect, 
Indiana Gas states that it expects for the present to continue 
Central Indiana as a separate corporate entity but may, at 

an indeterminate future time, effect a merger of the two 
companies. 


Indiana Gas states that if the proposed acquisition of the 
common stock of Central Indiana is consummated, it ex- 
pects to continue to be exempt from the Act and rules 
promulgated thereunder, except Section 9(a) (2), pursuant 
to the provisions of Section 3(a) (1) of the Act and Rule 

2 thereunder. Consistent therewith, Indiana Gas will make 
appropriate filings on Form U-3A-2 to continue such exemp- 
tion in effect. 


Due notice of the filing of said application, as amended, has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (Holding Company Act Release No. 
18156), and no hearing has been requested of or ordered 
by the Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable standards of 
the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said application, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application, as 
amended, be, and it hereby is, granted effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18219/December 13, 1973 


In the Matter of 


VGS CORPORATION 
VERMONT GAS SYSTEMS, INC. 
31 Swift Street 

South Burlington, Vermont 05403 
(54-249) 


NOTICE OF SECTION 11(e) PLAN PROPOSING 
DIVESTITURE OF SUBSIDIARY COMPANY'S CAPITAL 
STOCK BY REGISTERED HOLDING COMPANY AND 
TERMINATING REGISTRATION OF HOLDING COM- 
PANY 


NOTICE IS HEREBY GIVEN that VGS Corporation 
("VGS"), a registered holding company, and its subsidiary 
gas utility company, Vermont Gas Systems, Inc., (”Ver- 
mont”) have filed a plan (“plan”) and amendments thereto 
with this Commission pursuant to Section 11(e) of the Pub- 
lic Utility Holding Company Act ("Act”) and other appli- 
cable provisions of the Act. All interested persons are 
referred to the plan, as amended, which is summarized be- 
low, for a complete statement of the proposed transactions. 


VGS, a Vermont corporation, was originally organized in 
1964 to operate a natural gas distribution system in the 
state of Vermont. In June 1972, VGS organized Vermont, 
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a Delaware corporation, to which VGS transferred its gas 
utility assets and business. VGS acquired all of the Ver- 
mont capital stock, consisting of 1,000 shares, $1 per value, 
and subsequently it registered as a holding company under 
the Act. 


As at December 31, 1972, VGS had outstanding 163,135 
shares of common stock, held by 31 shareholders of record, 
two of whom owned beneficially a combined total of 74% 
of the VGS stock. VGS owns approximately 44% of the 
issued and outstanding stock of Lamar Life Corporation, a 
Mississippi corporation, which through subsidiary com- 
panies is engaged in various nonutility businesses, including 
the sale of life insurance. VGS itself directly operates an 
oil refinery business in Mississippi. As at December 31, 
1972, VGS had consolidated assets of approximately 
$35,000,000 and consolidated revenues for the year ended 
that date of approximately $37,000,000. The Vermont 
stock and the stock of Lamar Life Corporation are pledged 
to the Whitney National Bank of New Orleans as security 
for a $16,150,000 loan to VGS due June 1, 1974. 


Vermont conducts its gas utility business in Franklin and 
Chittenden counties in the state of Vermont. As at De- 
cember 31, 1972, Vermont had total assets, per books of 
approximately $9,000,000, including net plant of about 
$8,000,000. For the year then ended, Vermont had 
revenues of approximately $4,000,000. Vermont's capitali- 
zation as at December 31, 1972, consisted of 58.5% long- 
term debt and 41.5% common equity, all of said debt 
consisting of a $5,000,000 note to VGS due June 1, 1974. 


Under the plan the Vermont common stock will be re- 
classified into new shares equal in number to the outstand- 
ing shares of VGS common stock. The Vermont stock will 
remain under pledge to the bank, but VGS stockholders 
will be notified that they are to be the record owners, share 
for share, of the Vermont stock. As such record owners, 
each will be entitled to vote the shares of Vermont and 

will have all other rights of a Vermont shareholder, inclu- 
ding the right to delivery of the Vermont stock after its 
release from pledge. 


The plan further provides that after approval thereof, no 
officer or director of VGS or of any VGS subsidiary, or 
immediate member of his family, shall concurrently be an 
officer or director Vermont; and that a person who has 
served as an officer or director of VGS or a VGS subsi- 
diary shall not thereafter be eligible to serve in either such 
position with Vermont, and conversely, until the expi- 
ration of a period of three years. It is also proposed that 
Vermont and VGS shall not enter into any intercompany 
transaction, unless such transaction shall have been approved 
by the Public Service Board of the State of Vermont; that 
neither VGS nor any VGS subsidiary shall acquire any 
capital stock of Vermont, or conversely; that during such 
time as the Vermont stock is subject to pledge and for two 
years thereafter, Vermont shall file with this Commission 
copies of Vermont's audited annual financial statements 
and unaudited semi-annual financial statements; and that 
during such time as the Vermont stock is subject to pledge 
and for two years thereafter, Vermont shall notify this 
Commission of changes in the record ownership of the 
Vermont stock within 30 days after any such change is 
made and shall furnish this Commission with a statement of 
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the principal business affiliations of any new record owner 
of such stock. 


VGS requests that upon the book transfer of the Vermont 
stock to VGS stockholders and the consummation of re- 
lated transactions an order should issue pursuant to Section 
5(d) of the Act declaring that VGS has ceased to be a hold- 
ing company and that its registration as such under the Act 
be terminated. 


VGS states that the Public Service Board of Vermont has 
jurisdiction over the reclassification of the Vermont stock 
and that no other state commission and no federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transactions. VGS states that the fees and 
expenses incurred in connection with the proposed trans- 
actions are anticipated not to exceed $700. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 27, 1973, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said plan, as amended, which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such re- 
quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail (air 
mail if the person being served is located more than 500 
miles from the point of mailing) upon applicants at the 
above-stated address, and proof of service (by affidavit or, 
in case of an attorney-at-law,by certificate) should be filed 
with the request. At any time after said date the plan, as 
amended or as it may be further amended, may be ap- 
proved or the Commission may take such other action as 
it may deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive notice 
of further developments in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18220/December 13, 1973 


Admin. Proc. File No. 3-4412 

In the Matter of 

METROPOLITAN EDISON COMPANY 
Berks County, Pennsylvania 


(70-5328) 


ORDER FOR HEARING ON POST-EFFECTIVE 
AMENDMENTS FILED PURSUANT TO RULE 24 


Metropolitan Edison Company ("Met Ed”), an electric u- 
tility subsidiary company of General Public Utilities Cor- 
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poration, a registered holding company, has filed with this 
Commission pursuant to Rule 24, post-effective amend- 
ments to the amended declaration, heretofore filed by Met 
Ed in this proceeding pursuant to Section 6(a), 7 and 12 
(e) of the Public Utility Holding Company Act of 1935 
("Act") and Rules 62 and 65 promulgated thereunder. 


By order dated June 12, 1973 (Holding Company Act Re- 
lease No. 18001), the Commission authorized Met Ed, 
subject to the affirmative vote of the holders of 75% in 
principal amount of First Mortgage Bonds, to amend its 
First Mortgage Indenture and Deed of Trust dated as of 
November 1, 1944 (“Indenture”), to effect two changes in 
that Indenture relating to the definition of bondable pro- 
perty and the conformance to all valid requirements of any 
governmental authority with respect to such property. The 
order also authorized Met Ed to solicit proxies from the 
bondholders in connection with the proposed amendments 
pursuant to Rule 62. 


On July 23 and August 8, 1973, Met Ed filed post-effective 
amendments to the amended declaration requesting that 
the time within which it may seek the consent of its bond- 
holders and enter into the supplemental indenture to give 
effect to the proposed Indenture changes be extended until 
February 1, 1974. Met Ed does not now have the required 
consents for the amendments, and the extension of time 
herein sought is necessary in order for Met Ed to continue 
its solicitation for such consents. Under Rule 24, the Com- 
mission has reserved jurisdiction to take further action with 
respect to unconsummated transactions, upon the request 
of a declarant, as the Commission shall determine to be 
appropriate. 


On or about July 24, 1973, a complaint was filed in the 
Federal Court in Philadelphia, Pennsylvania (Civil Action 
No. 73-1684) by a Met Ed bondholder on behalf of him- 
self and of all others similarly situated against Met Ed and 
Morgan Guaranty Trust Company of New York, the In- 
denture trustee. The complaint alleges as to matters there- 
in specified that the Met Ed proxy statement, the subject 
of the instant declaration and amendments thereto, was 
false and misleading with respect to material facts and 
omitted to state material facts necessary in order to make 
the statements therein not false and misleading. On No- 
vember 13, 1973, the Federal District Court granted a 
motion to dismiss the complaint against it filed by Met Ed. 


Due notice of the filing of said post-effective amendments 
to the declaration has been given in the manner prescribed 
in Rule 23 promulgated under the Act (Holding Company 
Act Release No. 18056). A timely request for a hearing 
was filed by Walplan & Company (“Walplan”), a nominee 
for Wallace & Kreutzer P.A. Profit Sharing Plan, the owner 
of a Met Ed first mortgage bond. This bondholder, the 
plaintiff in the Federal civil suit, alleges in this proceeding 
substantially the same allegations as in the civil suit. Refer- 
ence is made to the request for hearing wherein these al- 
legations are set forth in detail. 


It appears to the Commission that it is appropriate to order 
a hearing to determine whether the proxy solicitation 
materials of Met Ed complies with the standards set forth 


in Section 12(e) of the Act and with the applicable rules 
thereunder. 








IT 1S ORDERED that a hearing be held in respect of Met 
ED’s declaration, as amended by the post-effective amend- 
ments filed thereto; and that the hearing commence on 
January 9, 1974, at 10:00 A. M. at the offices of the Securi- 
ties and Exchiange Commission, 500 North Capital Street, 
Washington, D. C. 20549 in such room as may be designated 
by the hearing room clerk. 


IT IS FURTHER ORDERED that at such hearing evidence 
shall be adduced with respect to the questions raised by 
Walplan’s request for a hearing. 


IT 1S FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved to separate, in whole or in part, either 
for hearing or for disposition, any issues or questions 

which may arise in these proceedings and to take such other 
action as may appear conducive to an orderly, prompt and 
economical disposition of the matters involved. 


IT 1S FURTHER ORDERED that an Administrative Law 
Judge, hereinafter to be designated, shall preside at said 
hearing. The officer so designated is hereby authorized to 
exercise all powers granted to the Commission under Sec- 
tion 18(c) of the Act and to a hearing officer under the 
Commission’s Rules of Practice. 


IT IS FURTHER ORDERED that any person, other than 
Met Ed and Waiplan, desiring to be heard in these con- 
solidated proceedings or proposing to intervene therein shall 
file with the Secretary of the Commission, on or before 
January 3, 1974, a written request relative thereto as pro- 
vided in Rule 9 of the Commission’s Rules of Practice. A 
copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the appli- 
cant-declarant at the above stated address, and proof of 
service (by affidavit or, in case of an attorney-at-law, by 
certificate should be filed with the request. Persons filing 
an application to participate or be heard will receive notice 
of any adjournment of the hearing as well as other actions 
of the Commission involving the subject matter of these 
proceedings. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8130A/December 12, 1973 


In the Matter of 
REYNOLDS SECURITIES, INC. 
120 Broadway 


New York, New York 10005 
(812-3547) 
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NOTICE CORRECTING ERRATUM 


On December 6, 1973 a notice was issued (Investment Com- 


pany Act Release No. 8130) of an application for an order 
pursuant to Section 6(c) of the Investment Company Act 
of 1940 (the “Act”) exempting Reynolds Securities, Inc. 
and its co-underwriters from Section 30(f) of the Act with 
respect to transactions in connection with the underwriting 
of a proposed public offering of Ben Franklin Income 
Securities, Inc., a diversified closed-end investment com- 
pany registered under the Act. The notice incorrectly listed 
the application file number as 812-3457. The correct appli- 
cation file number is 812-3547. 


For the Commission, by the Division of Investment Manage- 


ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8132/December 10, 1973 


In the Matter of 


URBAN EQUITIES FUND, INC. 
1 State Street 

Boston, Massachusetts 02109 
(811-2241) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


On November 8, 1973, a notice was issued (Investment 
Company Act Release No. 8075) of an application filed 
pursuant to Section 8(f) of the Investment Company Act 
of 1940 (“Act”) for an order of the Commission declaring 
that Urban Equities Fund, Inc. (“Fund”) has ceased to be 
an investment company as defined in the Act. 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application might be issued on the basis of the information 
stated therein unless a hearing should be ordered. No re- 
quest for a hearing has been filed and the Commission has 
not ordered a hearing. 


The matter having been considered, it is found that Fund 
has ceased to be an investment company. Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, that 
the registration of Urban Equities Fund, Inc., under the 
Act shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Manage- 


ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8133/December 10, 1973 






In the Matter of 





GOLDEN GATE INCOME SECURITIES, INC. 
44 Montgomery Street 
San Francisco, California 94104 





and 





RICHARD H. HOLTON 

436 Boynton Avenue 
Berkeley, California 94707 

(812-3552) 


NOTICE OF FILING OF APPLICATION PURSUANT TO | 
SECTION 6(c) FOR EXEMPTION FROM SECTION 
2(a) (19) 


NOTICE IS HEREBY GIVEN that Golden Gate Income 
Securities, Inc. (“Fund”), a closed-end, diversified manage- 
ment investment company registered under the Investment 
Company Act of 1940 (“Act”), and Richard H. Holton 
(“Holton”) (hereinafter collectively called “Applicants”), ) 
have filed an application for an order of the Commission 
pursuant to Section 6(c) of the Act declaring that Holton 
shall not be deemed an “interested person” of the Fund 
within the meaning of Section 2(a) (19) of the Act solely 
by reason of his status as a member of the Board of Trustees 
of the Northwestern Mutual Life Insurance Company 
(“Northwestern”). All interested persons are referred to 
the application on file with the Commission for a statement 
of the representations made therein, which are summarized 
below. 


/ 





} 
Holton, a director of the Fund, is also a member of the 
Board of Trustees of Northwestern, a mutual life insurance 
company organized by a special act of the Wisconsin Legis- 
lature, which is in the business of selling life insurance. | 
Northwestern has further established a number of variable ) | 
annuity separate accounts, registered as unit investment | 
trusts under the Act. The variable annuity accounts invest | 
in NML Fund, Inc., a diversified open-end investment | 
company registered under the Act. The investment adviser , 
j 


of NML Fund, Inc., is NML Equity Services, Inc. (“Equity”), 
a wholly-owned subsidiary of NML Corporation, which is 
in turn a wholly-owned subsidiary of Northwestern. Equity 
is registered as a broker-dealer under the Securities Ex- 
change Act of 1934. 


( 
I 
Applicants represent that neither Northwestern, NML Cor- 
poration nor Equity have ever engaged in securities trans- ' 
actions on behalf of the Fund. Furthermore, the Fund has . 
undertaken that Northwestern, NML Corporation and 
Equity will not be considered by the Fund or the Fund’s 
investment adviser, Crocker Investment Management Corp., 
as potential broker-dealers through which to execute 
securities transactions or sell the Fund’s shares. 


Holton, the Dean of the Schools of Business at the Uni- 
versity of California at Berkeley, in no way participates in 
the day to day operations of Northwestern. 





Section 2(a) (19) of the Act defines an “interested person” 
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of an investment company to include any broker or dealer 
registered under the Securities Exchange Act of 1934 or any 
affiliated person of such broker or dealer. Section 2(a) (3) 
of the Act defines an affiliated person of another person to 
include, inter alia, any director of such other person or any 
person directly owning 5 per centum or more of the out- 
standing voting securities of such other person. 


Holton, as a member of the Board of Trustees of North- 
western, is an affiliate of a parent of a wholly-owned bro- 
ker-dealer subsidiary, and is thus an “interested person” of 
the Fund. 


Section 6(c) of the Act authorizes the Commission to ex- 
empt any person, security, or transaction, or any class or 
classes of persons, securities, or transactions from any pro- 
vision of the Act or of any rule or regulation thereunder if 
such exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. 


Applicants contend that Holton should not be deemed an 
"interested person” of the Fund because his affiliation with 
Northwestern does not affect, and will not impair, his 
independence in acting on behalf of the Fund and its share- 
holders, and the requested exemption is therefore con- 
sistent with the provisions of Section 6(c) of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 31, 1973, 12:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request and the issues of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon the Applicant at the addresses stated above. Proof of 
such service (by affidavit, or in case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with the 
request. At any time after said date, as provided by Rule 
0- 5of the Rules and Regulations promulgated under the 
Act, an order disposing of the application herein will be 
issued by the Commission as of course following said date 
unless the Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive notice of further developments in this 
matter, including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 8134/December 11, 1973 
In the Matter of 


FEDERAL STREET FUND, INC. 
225 Franklin Street 

Boston, Massachusetts 02110 
(812-3538) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
17(b) OF THE ACT FOR AN ORDER EXEMPTING A 
PROPOSED TRANSACTION FROM SECTION 17(a) OF 
THE ACT 


NOTICE IS HEREBY GIVEN that Federal Street Fund, 
Inc. (“Applicant”), a diversified, open-end management 
investment company registered under the Investment Com- 
pany Act of 1940, as amended (the “Act”), has filed an 
application pursuant to Section 17(b) of the Act for an 
order of exemption from Section 17(a) of the Act to per- 
mit the Estate of Howard Cullman (“Estate”), to tender 
shares of Applicant for redemption in kind. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations con- 
tained therein, which are summarized below. 


Applicant was incorporated under the laws of Massachu- 
setts and was created as a so-called “exchange type” fund. 
Except for shares offered to the stockholders of The Se- 
cond Federal Street Fund, Inc. (“Second Federal”) in con- 
nection with the merger of Second Federal into Applicant 
which took place in 1972, Applicant has not offered its 
shares of common stock to the general public since the 
completion of the initial public offering of its shares in 
exchange for outstanding stock or other securities of vari- 
ous business corporations. Further, Applicant has not is- 
sued any additional shares since completion of said initial 
public offering except with respect to shares issued in con- 
nection with the aforesaid merger, a 3 for 1 stock split ef- 
fected as part of the aforesaid merger transaction, a 20 for 
1 stock aplit in 1962, acquisitions of the assets of private 
investment companies in 1968 and 1972, and shares issued 
in payment of various optional stock dividends to Appli- 
cant’s shareholders. 


Applicant, in the ordinary course of its business, redeems 
shares tendered for redemption by its shareholders and has 
continuously followed the policy of paying the price of 
substantially all such redemptions in kind with securities 
from its portfolio. Applicant states that it intends to con- 
tinue this policy for the foreseeable future. 


Certain members of the Cullman family, who are closely 
related, beneficially own shares of the common stock of 
Applicant, as of October 10, 1973, as follows: 


Percentage of 








Shares of Applicant's 

Applicant Outstanding 
Cullman Stockholder Held Stock 
Joseph F. Cullman, 3rd 311,682 3.70 


Edgar M. Cullman and W. 
Arthur Cullman as Trustees 
u/w of Joseph F. Cullman,Jr. 
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Percentage of 











Shares of Applicant's 
Applicant Outstanding 
Cullman Stockholder Held Stock 
Estate of Howard S. Culiman 177,859 2.11 
Joseph F. Cullman, 3rd 201,359 2.39 
Edgar M. Cullman 187,859 2.23 
Hugh Cullman 18,607 0.22 
W. Arthur Cullman 21,607 0.26 
Nan O. Cullman as Custodian 5,000 0.06 
for Alexandra M. Cullman 
u/New York Uniform Gifts 
to Minors Act 
W. Arthur Cullman, Jr. & 2,000 0.02 
immediate Family 
Frederick M. Danziger, Lucy C. 10,028 0.12 
Danziger and Edgar M. Cullman 
as Trustees u/Agreement dated 
December 26, 1972 for benefit 
of Lucy C. Danziger, David M. 
Danziger and others 
Frederick M. Danziger, Lucy C. 10,028 0.12 
Danziger and Edgar M. Cullman 
as Trustees u/Agreement dated 
December 26, 1972 for benefit 
of Lucy C. Danziger, Rebecca 
B. Danziger and others 
Total 946,029 11.23 2 


As of October 10, 1973, Applicant had 8,416,709 shares of 
its common stock outstanding. 


Applicant states that the Estate, which may be deemed to 
be an affiliated person of Applicant if its holdings are com- 
bined with the holdings of other members of the Cullman 
family, including the Estate of Joseph F. Cullman, Jr., 
desires to redeem a portion of the 177,859 shares of Appli- 
cant presently held by it in order to raise approximately 
$2,500,000 to pay administrative expenses and for invest- 
ment reasons. The executors of the Estate are Marguerite 
W. Cullman, Joseph F. Cullman, 3rd, Hugh Cullman, and 
Bankers Trust Company (New York). 


Section 17(a) of the Act, as here pertinent, prohibits an 


affiliated person of a registered investment company, or any 


affiliated person of such a person, acting as principal, from 
selling to or purchasing from such registered company, or 
any company controlled by such registered company, any 
security, or other property. Section 17(b) of the Act pro- 


vides, however, that the Commission, upon application, may 


exempt a transaction from the provisions of Section 17(a) 


if evidence establishes that the terms of the proposed trans- 


action, including the consideration to be paid, are reason- 


able and fair and do not involve overreaching on the part of 


any person concerned, and that the proposed transaction is 


consistent with the policy of the registered investment com- 


pany concerned and with the general purposes of the Act. 
Applicant, in accordance with its continuous redemption 


policy described above, wishes to pay the redemption price 
of the shares to be tendered for redemption by the Estate 
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with one or more marketable securities from Applicant's 
portfolio. 


The portfolio securities of Applicant to be used to meet 
such redemption will be selected solely by Applicant in its 
investment discretion at the time of the redemption, and 


there is no arrangement or understanding with the execu- 
tors of the Estate as to what the securities will be. Such 
portfolio securities will be valued in accordance with the 


valuation practices of Applicant (as set forth in its govern- 
ing instruments) for determining its net asset value per 
share as of the same time the net asset value of the Appli- 
cant’s shares tendered for redemption is determined. By 
paying the redemption price of its shares tendered by the 
Estate for redemption with portfolio securities, Applicant 
will be adhering to its policy, in effect since its inception, 
of paying all redemptions of its shares, except for those 
involving an insubstantial amount, by delivery of portfolio 
securities. Applicant submits that if it were required to 
sell portfolio securities in order to raise cash to meet re- 
demptions, it would, in consequence, be forced to realize 
substantial capital gains and thereby incur substantial capi- 
tal gains tax liability and the expense of brokerage com- 
missions, all of which would be to the detriment of its 
shareholders. No realization of capital gains or incurring of 
brokerage commission expense by Applicant will occur 
upon a redemption in which portfolio securities are de- 
livered in satisfaction of the redemption price. 


NOTICE iS FURTHER GIVEN that any interested person 
may, not later than January 3, 1974 at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
this matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon Applicant at the address set forth above. Proof of 
such service (by affidavit or, in case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with the 
request. At any time after said date, as provided by Rule 
O-5 of the Rules and Regulations promulgated under the 
Act, an order disposing of the application will be issued as 
of course following said date unless the Commission there- 
after orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive notice 
of further developments in this matter, including the 

date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 8135/December 12, 1973 
In the Matter of 


BACHE & COMPANY, INCORPORATED 
100 Gold Street 

New York, New York 10038 

(812-3539) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 30(f) OF 
THE ACT 


Bache & Co., Incorporated (“Applicant”), as representative 
of agroup of underwriters (“Underwriters”), including 
underwriters who may also be named as additional repre- 
sentatives of the Underwriters, which proposes to under- 
write a proposed public offering of shares of beneficial 
interest (“Shares”) of Massachusetts Fund for Income 
("Fund"), a registered management investment company, 
filed an application pursuant to Section 6(c) of the In- 
vestment Company Act of 1940 (“Act”) for an order 
exempting Applicant and its co-underwriters from Section 
30(f) of the Act in connection with their transactions 
incident to the distribution of Shares of the Fund. 


On November 21, 1973, the Commission issued a notice of 
filing of said application (Investment Company Act Re- 
lease No. 8096). The notice gave interested persons an 
opportunity to request a hearing and stated that an order 
disposing of the application might be issued upon the basis 
of the information stated therein unless a hearing should 

be ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The Commission has considered the matter and finds that 
the granting of the requested exemption is necessary or 
appropriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended by 
the policy and provisions of the Act. 


IT |S ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemption from Section 30(f) be, and 
hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 


ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8136/December 12, 1973 


In the Matter of 


THE DREYFUS CORPORATION, Sponsor of The Dreyfus 
Investment Program 


UNIVERSAL PROGRAMS, INC., Sponsor of The Eagle 
Growth Shares Investing Programs and The Philadelphia 
Fund Investing Programs 






FRANKLIN DISTRIBUTORS, INC., Sponsor of The 
Franklin Investment Programs 


E.F.C. SPONSORS CORPORATION, Sponsor of E.F.C. 
Sponsors Cerporation Plans for the Accumulation of 
Shares of Axe-Houghton Fund B, Inc., E.F.C. Sponsors 
Corporation Plans for the Accumulation of Axe-Science 
Corporation, E.F.C. Sponsors Corporation Plans for the 
Accumulation of Shares of Fund of America, Inc., and 
E.F.C. Sponsors Corporation Plans for the Accumulation 
of Shares of National Investors Corporation 


The Bank of New York 

48 Wall Street 

New York, New York 10015 
(812-3319) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR EXEMPTION FROM THE PRO- 
VISIONS OF SECTION 26(a) (2) (D) 


NOTICE IS HEREBY GIVEN that the Dreyfus Corpora- 
tion, Sponsor of The Dreyfus Investment Program; Uni- 
versal Programs, Inc., Sponsor of The Eagle Growth Shares 
Investing Programs and The Philadelphia Fund Investing 
Programs; Franklin Distributors, Inc., Sponsor of The 
Franklin Investment Programs; E.F.C. Sponsors Corpora- 
tion, Sponsor of E.F.C. Sponsors Corporation Plans for 
the Accumulation of Shares of Axe-Houghton Fund B, Inc., 
E.F.C. Sponsors Corporation Plans for the Accumulation 
of Shares of Axe-Science Corporation, E.F.C. Sponsors Cor- 
poration Plans for the Accumulation of Shares of Fund of 
America, Inc., and E.F.C. Sponsors Corpovation Plans for 
the Accumulation of Shares of National Investors Cor- 
poration, which programs and plans are unit investment 
trusts registered under the Investment Company Act of 
1940 ("Act”) (collectively referred to as the “Trusts”), and 
the Bank of New York (the “Bank”), a New York corpora- 
tion which acts as custodian of the assets of each of the 
Trusts, (the “Applicants”), have filed an application pur- 
suant to Section 6(c) of the Act for an order permitting 
the Bank to hold 5% of the assets of the Trusts as “book 
shares”, i.e., as entries on the records of the transfer agents 
of the underlying investment companies (collectively refer- 
red to as the ”Funds”), in whose shares the assets of the 
Trusts are invested (each Trust having its assets exclusively 
invested in the shares of one underlying Fund). 


All interested persons are referred to the application on 
file with the Commission for a statement of the representa- 
tions contained therein, which are summarized below. 


Payments to the Bank by holders of the Dreyfus Program 
are invested exclusively in shares of the Dreyfus Fund, 
Incorporated. The Bank is also the transfer agent and cus- 
todian for the underlying assets of the Dreyfus Fund, In- 
corporated. 


Payments to the Bank by holders of the Eagle Growth 
Program are invested exclusively in shares of Eagle Growth 
Shares, Inc. The Bank is also the transfer agent and cus- 
todian of the underlying assets of Eagle Growth Shares, 
Inc. 


Payments to the Bank by holders of the Franklin Program 
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are invested exclusively in shares of the Franklin Custodian 
Funds, Inc., Growth Series or Utilities Series, as selected by 
the programholder. The Bank is also the transfer agent for 
and custodian of the underlying assets of the Franklin 
Custodian Funds, Inc., Growth Series and Utilities Series. 


Payments to the Bank by holders of the Philadelphia Pro- 
gram are invested exclusively in shares of the Philadelphia 
Fund, Inc. The Bank is also the transfer agent for and 
custodian of the underlying assets of the Philadelphia Fund, 
Inc. 


Payments to the Bank by holders of the Axe-Houghton 
Fund B Program and the Axe Science Program are, re- 
spectively, invested exclusively in shares of the Axe-Hough- 


ton Fund B, Inc. and shares of the Axe Science Corporation. 


First Jersey National Bank of Jersey City, New Jersey, is 
the transfer agent for and custodian of the underlying 
assets of the Axe-Houghton Fund B, Inc. and of the Axe 
Science Corporation. 


Payments to the Bank by the holders of the Fund of Ameri- 
ca Program are invested exclusively in shares of the Fund of 
America, Inc. City National Bank & Trust Company, of 
Kansas City, Missouri, is the transfer agent for and the 
custodian of the underlying assets of Fund of America, Inc. 


Payments to the Bank by the holders of National Investors 
Corporation Program are invested exclusively in shares of 
National Investors Corporation. Chase Manhattan Bank of 
New York is the custodian of the underlying assets of 
National Investors Corporation and Union Data Service 
Center, Inc. is the transfer agent for this Fund. 


The shares of each of the Funds may be held in the form of 
certificates or as entries on the books of the transfer agents 
for the Funds. 


Section 26(a) (2) (D) of the Act provides generally that no 
principal underwriter for, or depositor of, a registered unit 
investment trust shall sell any security of which such trust 
is the issuer unless the trust indenture, agreement of cus- 
todianship or other instrument pursuant to which such 
security is issued provides in substance that the custodian 
shall have possession of all securities and other property in 
which the funds of the trust are invested, all funds held for 
such investment, all equalization, redemption and other 
special funds of the trust, and all income upon, accretions 
to, and proceeds of such property and funds, and shall 
segregate and hold the same in trust. 


Applicants request an exemption from the provisions of 
Section 26(a) (2) (D) to allow the Bank to hold 5% of the 
assets of each Trust in the form of book shares, i.e., as en- 
tries upon the records of the transfer agent of the under- 
lying Fund in whose shares such assets are exclusively 
invested. This manner of evidencing ownership of the 
shares of its underlying Fund will facilitate each Trust's 
being able to redeem and receive payment on the shares of 
its underlying Fund so that such Trust will be able to effect 
payment on a redemption of its units within the period re- 
quired by the Act. Upon redemption of any of its units, it 
may be necessary for a Trust to obtain the funds for pay- 
ment by redeeming the shares of the underlying Fund 
represented by those units. !f ownership of the shares of 
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the underlying Fund is evidenced by share certificates, such 
certificates must be delivered to the custodian of the under- 
lying Fund before the Trust may recover the proceeds of 

a redemption of such shares. Such a procedure can delay 
the receipt by the Trust of the proceeds of such redemption 
and make it necessary for the Bank to advance money to 
the Trust so that payment can be made, as required by the 
Act, within seven days of redemption of units of the Trust. 
Applicants state that such delay in the receipt of the pro- 
ceeds of a redemption may occur even when the Bank is 
custodian for both the redeeming Trust and the underlying 
Fund whose shares are held by the Trust. 


~ 


Applicants state that in the mutual fund industry, it has 
become, in the interest of efficiency and economy, a 

common practice, in the case of individual investors, to 
use book accounts for the issuance of shares rather than 
share certificates. ) 


The Bank maintains on its books and records a total of the 
number of Fund shares purchased by it for each unit holder 
of each Trust. In addition, the transfer agent for each Fund 
maintains a record of the total number of Fund shares pur- 
chased by the Bank as Custodian of each Trust. 


Applicants state that the primary purpose of Section 26(a), 
to provide for the safekeeping of assets of registered unit 
investment trusts, is not significantly furthered when a 
Trust’s ownership of the shares of the underlying Fundis | 
evidenced by share certificates. Applicants contend that 
since the Bank is supervised by Federal and State Bank 
examiners, maintains a Blanket Banker's bond in the face 
amount of $25,000,000, to cover acts of misfeasance of 
its employees, and is held accountable to each unit holder 
of a Trust for the Fund shares that it holds on behalf of 
such unit holder, whether such shares are held in book 
share form or certificate form, the interests of unit holders 
in each Trust will be adequately protected. 





} 


Applicants represent that the normal demands for re- | 
demption of units of the Trusts can be met by maintaining 
in book share form in each Trust not more than 5% of 

the total number of Fund shares held by it as Custodian | 
for such Trust at any time. 


Applicants represent that the Bank has many duties and 
responsibilities in connection with its custodianship func- 
tion other than the possession of the share certificates of 
the underlying Funds of each of the Trusts. These re- 
sponsibilities, which are primarily ministerial and non- 
discretionary, include collection of dividends and distri- 
butions, recordkeeping, and the purchase and voting of 
Fund shares. 


Section 6(c) of the Act authorizes the Commission to ex- 
empt any person, security or transaction, or any class or 
classes of persons, securities, or transactions, from the pro- 
visions of the Act and Rules promulgated thereunder if 
and to the extent that such exemption is necessary or appro- 
priate in the public interest and consistent with the pro- 
tection of investors and the purposes fairly intended by 
the policy and provisions of the Act. 





NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 7, 1974, at 5:30 p.m., submit 


















to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request and the issues of 


Act Release No. 8087) was issued of the filing of said appli- 
cation. The-notice gave interested persons an opportunity 






fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 





to request a hearing and stated that an order disposing of 
the application might be issued unon the basis of the in- 
formation stated therein unless a hearing should be ordered. 
No request for a hearing has been received and the Com- 


- Secretary, Securities and Exchange Commission, Washing- mission has not ordered a hearing. 
. q ton, D. C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served is The matter has been considered and it is found that the 
" located more than 500 miles from the point of mailing) granting of the requested exemption is appropriate in the 
upon Applicants at the addresses stated above. Proof of public interest and consistent with the protection of in- 
such service (by affidavit or in case of an attorney-at-law, vestors, and the purposes fairly intended by the policy 
by certificate) shall be filed contemporaneously with the and provisions of the Act, subject to the provisions stated 
} request. As provided by Rule O-5 of the Rules and Re- below, which the Commission deems necessary or appro- 
gulations promulgated under the Act, an order disposing priate in the public interest or for the protection of in- 
| of the application will be issued as of course following vestors and to which Applicant has consented. 
January 7, 1974, unless the Commission thereafter orders 
)  ahearing upon request or upon the Commission’s own IT 1S ORDERED, pursuant to Section 6(c) of the Act that 
we | motion. Persons who request a hearing or advice as to Applicant is hereby exempted from the provisions of Sec- 
ader whether a hearing is ordered will receive notice of further tion 7 of the Act during the period commencing October 
cand developments in this matter, including the date of the 23, 1973, and continuing until the Commission has acted 
a hearing (if ordered) and any postponements thereof. upon Applicant’s application under Section 3(b) (2) and 
6(c) of the Act filed on August 23, 1973. 
By the Commission. 
(a) IT 1S FURTHER ORDERED, pursuant to Sections 6(c) 
it ; George A. Fitzsimmons and 6(e), that during the temporary exemption period, 
Secretary Applicant and other persons in their relation and trans- 
is | action with it shall be subject to all provisions of the Act 
and the Rules and Regulations thereunder as though Appli- 
it : ; 
cant were a registered investment company other than the 
- following: Section 8, subsection (a) of Section 10; sub- 
f INVESTMENT COMPANY ACT OF 1940 sections (a) (2) and (a) (4) of Section 13; subsections (f), 


ders 
For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 
INVESTMENT COMPANY ACT OF 1940 
ning) Release No. 8138/December 14, 1973 George A. Fitzsimmons 
Secretary 
. | Inthe Matter of 
ECKMAR CORP. 
d 1107 Broadway 
oe New York, New York 10010 INVESTMENT COMPANY ACT OF 1940 
o (812-3496) Release No. 8139/December 14, 1973 
; ORDER PURSUANT TO SECTIONS 6(c) AND 6(e) In the Matter of 
- GRANTING TEMPORARY EXEMPTION FROM SEC- 
f TION 7 OPPENHEIMER SYSTEMATIC CAPITAL ACCU- 
MULATION PROGRAM 
Eckmar Corp. (“Applicant”), a New York corporation, has 
ex: | applied pursuant to Sections 6(c) and 6(e) of the Invest- OPPENHEIMER TIME FUND CAPITAL ACCUMULA- 
or ment Company Act of 1940 ("Act”) for an order of the TION PROGRAM 
bee Commission temporarily exempting it from the provisions 
| of Section 7 of the Act. Applicant, in requesting such CAPITAL ACCUMULATION PROGRAM OF SHARES 
sag temporary exemption, has agreed that Applicant and other OF OPPENHEIMER A.1.M. FUND 
ns persons in their transactions and relations with it shall be ; 





arson 
pmit 





Release No. 8137/December 13, 1973 


See Securities Act Release No. 5445/December 13, 1973 





subject to certain provisions of the Act and the respective 
Rules and regulations promulgated thereunder as through 
Applicant were a registered investment company. 


On November 15, 1973, a notice (Investment Company 





(g) and (h) of Section 17; Section 18; subsection (a) of 
Section 20; Section 23; Section 30 (except subsection (f) 
thereof); Section 31; and Section 32 of the Act and the 
Rules and Regulations thereunder. 





and 
OPPENHEIMER MANAGEMENT CORPORATION 


One New York Plaza 
New York, New York 10004 
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NOTICE OF APPLICATION FOR AN ORDER PUR- 
SUANT TO SECTION 11(c) AND 11(a) OF THE ACT TO 
PERMIT AN OFFER OF EXCHANGE AND PURSUANT 
TO SECTION 6(c) FOR EXEMPTION FROM THE PRO- 
VISIONS OF SECTION 22(d), 27(d), 27(e) AND 27(f) OF 
THE ACT AND RULES 22d-1, 27e-1 AND 27f-1 THERE- 
UNDER 


NOTICE IS HEREBY GIVEN that the Oppenheimer 
Systematic Capital Accumulation Program (“OSCAP”), the 
Oppenheimer Time Fund Capital Accumulation Program 
("Time CAP”), the Capital Accumulation Program of 
Shares of Oppenheimer A.1I.M. Fund ("“AIMCAP”, collec- 
tively referred to with OSCAP and Time CAP as the 
“Trusts”), each of which is registered as a unit investment 
trust under the.Investment Company Act of 1940 (the 


"Act”), and Oppenheimer Management Corporation (“Oppen- 


heimer”, collectively referred to with the Trusts as the 
“Applicants”) have filed an application for an order (1) 
pursuant to Section 11(c) and 11(a) of the Act to permit 
certain exchanges of plans issued by a Trust for plans issued 
by another Trust and (2) pursuant to Section 6(c) of the 
Act granting exemptions from Sections 22(d), 27(d), 27(e) 
and 27(f) of the Act and Rules 22d-1, 27d-1 and 27e-1 
thereunder in connection with such exchanges. All inter- 
ested persons are referred to the application on file with the 
Commission for a statement of the representations con- 
tained therein, which are summarized below. 


Each of the Trusts offers contractual periodic payment 
plans (the “Plans”) the payments on which, after deduction 
for sales load, are invested in shares of the registered in- 
vestment company which serves as the investment medium 
underlying each Trust. 


OSCAP, Time CAP and AIMCAP each offer several types 
of Plans as follows: Single Payment Plans, 10 Year Syste- 
matic Plans without insurance, 15 Year Systematic Plans 
without insurance, 10 Year Systematic Plans with insurance 
and 15 Year Systematic Plans with insurance. 


Payments made pursuant to Plans offered by OSCAP are 
invested in shares of Oppenheimer Fund, Inc. Payments 
made pursuant to Plans offered by Time CAP are invested 
in shares of Oppenheimer Time Fund, Inc. Payments made 
under Plans offered by AIMCAP are invested in Oppenhei- 
mer A.|I.M. Fund, Inc. Oppenheimer, the depositor of each 
of the Trusts, acts as the investment adviser and principal 
underwriter for each of the underlying funds. 


Applicants propose to offer to holders of Plans issued by 
each of the Trusts exchange privileges which would enable 
such planholders to transfer the value of their investment 
in a particular Trust to one of the other Trusts sponsored 
by Oppenheimer without any deduction for sales or admin- 
istrative expense. 


Applicants propose to offer the following exchange pri- 
vilege: 


(1) to holders of Single Payment Plans issued by any of the 
Trusts who have held their Plans at least 60 days, the right 
to exchange their Plans for Single Payment Plans issued by 
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either of the other two Trusts; 


(2) to holders of any type of Systematic Plan issued by 
OSCAP or AIMCAP who have held their Plans for at least 
18 months, the right to exchange their Plans for Systematic 
Plans of the same completion amount and type issued by 
the other Trust. 


(3) to holders of any type of Systematic Plan issued by 
OSCAP or AIMCAP, the right to exchange their Plans for 
Systematic Plans of the same completion amount and type 
issued by Time CAP if they have paid 36 Monthly Payment 
Units on their Plan and have held their Plan for at least 18 
months. 


With respect to the last mentioned privilege, i.e., “(3)” 
above, the purpose of requiring completion of minimum 
monthly payment units is to insure that the same amount 
of sales load would be deducted after the exchange, as 
would have been deducted had the exchange not occurred. 
If the Plan being exchanged has a completion amount 
which is not the same as the completion amount of any 
Plan issued by Time CAP, the holder of the Plan issued by 
OSCAP or AIMCAP must also exercise his privilege of 
increase or reduction of Plan denomination so that its com- 
pletion amount is the same as the completion amount of 
a Plan of the same type issued by Time CAP. Applicants 
state that in order to permit such an exchange, all present 
limitations restricting the exercise of the privilege to re- 
duce or increase Plan denomination prior to the comple- 
tion of a certain number of Monthly Payment Units will be 
waived; however, any increase or reduction in the Plan de- 
nomination must be to only that completion amount 
which is available from both Time CAP and from OSCAP 
or AIMCAP and which is immediately higher or lower than 
the completion amount of the Plan of OSCAP or AIMCAP 
as to which the privilege is exercised. For example, a 
holder of a Plan issued by AIMCAP with a completion 
amount of $4,800 (which is not available from Time CAP) 
could reduce his Plan denomination only to $3,600 
(which is available from both AIMCAP and Time CAP) or 
increase his Plan denomination only to $6,000 (which is 
also available from both AIMCAP and Time CAP). 


Holders ot Systematic Plans issued by Time CAP would 
not be permitted to exchange their Plans for Systematic 
Plans issued by OSCAP or AIMCAP since the Systematic 
Plans issued by the latter two trusts have higher commissions 
on later payments than do Plans issued by Time CAP. 


Applicants further state that because Plans issued by 
OSCAP and Time CAP are insured by the same insurance 
company, while Plans issued by AIMCAP are insured by a 
different insurance company, in the event of an exchange 
of a 10 year or 15 year Plan with insurance issued by 
OSCAP for such a Plan issued by AIMCAP, or in the event 
of an exchange of an AIMCAP Plan for such a Plan issued 
by OSCAP or Time CAP, the exchanging Planholder will 
be required to furnish satisfactory evidence of insurability 
to the insurance company issuing the insurance on the 
Plan into which the exchange is requested. 


These privileges, which could be terminated by Oppen- 
heimer at any time, would be initiated by written request 
of the Planholder and by delivery of the Plan certificate to 
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yestment company shares held under that Plan at the net 


be acquired at the net asset value of such shares. There 
would be a service fee of $5.00 for an exchange. A new 
Plan certificate would be issued to the Planholder. He 
would also be notified of the number of shares of the in- 
vestment company held under the new Plan which are 





Trust will be notified of the terms of the exchange offer 
} by the inclusion of a description of the offer in the next 
regular mailing to all Planholders of the quarterly report 


| issued by the fund whose shares are being Accumulated by 

) the Trust. The description of the privilege will describe the 
tax effects of the exchange and the matters which should 

| be taken into account by the Planholder in considering the 
exchange. The number of payments required to complete 


} aPlan will not be altered by the exercise of the privilege. 


| Section 11(a) of the Act provides that it shall be unlawful 
} for any registered open-end company or any principal un- 
derwriter for such a company to make or cause to be made 


| an offer to the holder of a security of such a company or 
of any other open-end investment company to exchange 


) his security for a security in the same or another such com- 
pany on any basis other than the relative net asset values of 
the respective securities to be exchanged, unless the terms 
of the offer have first been submitted to and approved by 
the Commission. Section 11(c) provides that, irrespective 


3 of the basis of exchange, the provisions of Section 11(a) 
provides that, irrespective of the basis of exchange, the 


of offer of exchange of the securities of registered unit 
company. 


registered investment company or principal underwriter 
| thereof shall sell any redeemable security issued by such 


company to any person except at a current offering price 


. ) described in the prospectus. 


Trusts. 


Under Sections 27(d), 27(e) and 27(f) of the Act, the holder 
} of aperiodic payment certificate is given, respectively, (1) 
the right to surrender the certificate at any time within the 
first 18 months after its issuance and to receive, in cash, the 
value of his account and in addition, from the underwriter 
of such certificate or the depositor of the registered invest- 
ment company issuing such certificate, an amount equal to 
that part of the excess paid for sales loading which is over 
| 15 per centum of the gross payments made by the certifi- 

cate holder; (2) the right to be informed in writing, in the 

event that he has missed a certain number of payments re- 


quired to be made pursuant to the Plan, that he may sur- 





ast 


a ments; and (3) the right, within forty-five days after the 


mailing of notice of the charges to be deducted from the 









the custodian of the Plan or its agent. The exchange would 
be accomplished by terminating the Plan, redeeming the in- 


asset value next determined, and reinvesting the proceeds 
in shares of the investment company held under the Plan to 


) credited to his account under the new Plan. Oppenheimer 
will amend the prospectus of each of the Trusts to describe 
} the terrns of the exchange offer. Existing Planholders of a 


} provisions of Section 11(a) shall be applicable to any type 


investment trusts for the securities of any other investment 


Section 22(d) of the Act provides, in pertinent part, that no 


The prospectuses of each of the Trusts states that there is a 
sales charge on the purchase of shares or Plans issued by the 


render his certificate and receive the aforementioned pay- 





projected payments on the certificate and of his right of 
withdrawal, to exercise such right of withdrawal by sur- 
rendering his certificate and receiving in payment, cash in 
an amount equal to the value of his account and an 
amount, from the underwriter or depositor, equal to the 
difference between the gross payments made and the net 
amount invested. 


Applicants represent that under the terms of the proposed 
exchange privileges, exchanges would not be permitted 
until the time had expired in which a Planholder could 
withdraw or receive a refund under his old plan. Appli- 
cants also contend that while an exchange would, in form, 
involve the issuance of a new plan, in substance the exchange 
would result in a continuation of the original plan with a 
new underlying investment medium. Applicants submit 
that the protection of investors and the purposes of Sec- 
tion 27 do not require that an exchanging Planholder who 
no longer has any refund or withdrawal rights under his 
old plan should have such rights with respect to his new 
plan. 


Section 6(c) provides, in part, that the Commission by 
order upon application, may conditionally or uncondition- 
ally exempt any person, security, or transaction or any 
class or classes of persons, securities, or transactions from 
any provision or provisions of the Act and the Rules pro- 
mulgated thereunder, if and to the extent such exemption 
is necessary or appropriate in the public interest and con- 
sistent with the protection of investors and the purposes 
fairly intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 8, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he 

may request that he be notified if the Commission should 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D. C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the person 
being served is located more than 500 miles from the point 
of mailing) upon Applicants at the address stated above. 
Proof of such service (by affidavit, or in the case of an 
attorney-at-law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule O-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following January 8, 1974, unless the Commission there- 
after orders a hearing upon request or upon the Commission’s 
own motion. Persons who request a hearing, or advice as 
to whether a hearing is ordered, will receive notice of fur- 
ther developments in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 6171/December 12, 1973 
SEC v. MARVIN S. BERNSTEIN, et al. 


The Securities and Exchange Commission today announced 
that on November 29, 1973 Judge Frederick B. Lacey, 
United States District Court Judge for the District of New 
Jersey entered a Judgment in S.E.C. v. Marvin S. Bernstein, 
et al., permanently enjoining defendant David R. Nemelka 
from further violating the anti-fraud provisions of the 
Securities Exchange Act of 1934 and the registration pro- 
visions of the Securities Act of 1933 in connection with the 
securities of Star-Glo Industries, Inc. formerly called Com- 
putron Corporation. Judge Lacey also ordered Nemelka to 
File with the court an accounting of his securities in Star- 
Glo and its predecessor Computron and to surrender such 
securities of Star-Glo and its predecessor Computron as are 
not validly held by him. 


Nemelka consented to the entry of the Judgment of Per- 
manent Injunction without admitting or denying the al- 
legations of the complaint. 





Litigation Release No. 6172/December 12, 1973 


SEC v. ABITRON CORPORATION, et al. 
(E.D. Va., Alex. Div., Civil Action No. 575-73-A) 


William R. Schief, Administrator of the Washington Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on December 6, 1973, the Commission filed 
a complaint in the U. S. District Court at Alexandria, Vir- 
ginia seeking to enjoin Abitron Corporation, Learn-En-Joy, 
Inc., LNJ Real Estate and Development Corporation, Lan- 
guage Learning Systems, Inc. (all of Alexandria, Virginia), 
Endel Peedo of Arlington, Virginia, Bendert H. Mellema of 
Falls Church, Virginia, Raymond S. Bye of Salt Lake City, 
Utah, Ray Milo Soderquist of Vienna, Virginia and Harold 
Steele Harrison of Arlington, Virginia from violations of 
the registration provisions of the Securities Act of 1933 
and the above defendants and Randfair One Property 
Associates of Alexandria, Virginia from violations of the 
anti-fraud provisions of the federal securities laws. 


The Commission’s complaint alleges that the defendants, as 
specified above, violated Sections 5(a), 5(c) and 17(a) of 
the Securities Act of 1933 and Section 10(b) of the Securi- 
ties Exchange Act of 1934 and Rule 10b-5 thereunder 

in connection with the offer and sale of preferred stock of 
Abitron Corporation, common stock of Learn-En-Joy, Inc., 
LNJ Real Estate and Development Corporation, and Lan- 
guage Learning Systems, Inc. and limited partnership inter- 
ests in Randfair One Property Associates. The complaint 
alleges that the defendants failed to disclose numerous 
material facts, including the true financial condition of 
Abitron Corporation, Learn-En-Joy, Inc., LNJ Real Estate 
and Development Corporation, Language Learning Systems, 
Inc. and Randfair One Property Associates and that they 


246/SEC DOCKET 









employed fraudulent sales techniques and the promise of 
large short-term financial gain in connection with the sale 
of these securities. 


As of yet, no hearing date has been set by the Court on the 
Commission's Motion for Preliminary Injunction. 





Litigation Release No. 6173/December 12, 1973 


William D. Moran, Administrator of the Commission‘s 
New York Regional Office, announced that Judge Lawrence 
W. Pierce of the Federal District Court in New York City 
accepted a plea of guilty on October 15, 1973 to a non- 
willful violation by Louis W. Pemberton of New York, 
New York to aiding and abetting in the illegal extension of 
credit to him for the purchase of non-exempt stock in ex- 
cess of credit allowed under Regulation T promulgated by 
the Board of Governors of the Federal Reserve System 
pursuant to Section 7 of the Securities Exchange Act of 
1934. 


The judgment fining Pemberton $2,500.00 was filed on 
November 29, 1973. 





Litigation Release No. 6174/December 13, 1973 ' 
SEC v. GENERAL HOST CORP., et al. (S.D.N.Y.) 


The Commission announced today that on December 10, 6 
1973, the Honorable Edward Weinfeld, United States 
District Court Judge for the Southern District of New York, 
issued a Final Judgment of Permanent Injunction and 
Mandatory Relief against General Host Corporation and 
Harris J. Ashton, Chairman of the Board of General Host. ' 


The order, to which the defendants consented without 
admitting or denying the allegations of the complaint, en- 
joins General Host from violating and Ashton from vio- 
lating or aiding and abetting violations, in connection with 
transactions involving General Host, Armour & Co., Li'l 
General Stores, Inc. or Goldfield Corp. securities or securi- } ( 
ties of any other issuer, of the anti-fraud provisions of the h 
Securities Act of 1933 and the Securities Exchange Act 0 
of 1934 ("Exchange Act”), Sections 14(e) (fraud in con- h 


nection with tender offers), 9(a) {2) (manipulation), 10(b) y 
and Rule 10b-6 thereunder (manipulation in connection 

with securities distributions), 13(d) and Rules 13d-1 and F 
13d-2 thereunder (reports of certain securities holdings), a 


14(a) and Rule 14a-9 thereunder (false proxy), 13(a) and 
Rule 13a-11 thereunder (false current reports) and 16(a) 
and Rule 16a-1 thereunder (ownership reports) of the 
Exchange Act, and Sections 17(a) (transactions by an 
affiliated person with an investment company) and 17(d) 

of the Investment Company Act and Rule 17d-1 thereunder 
(joint transactions with an investment company). The vio- | 
lations were alleged to have been committed by General 
Host and Ashton in connection with General Host’s } 
attempted takeover of Armour & Co., its takeover of Li'l 
General Stores, Inc., and transactions with and involving 
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Goldfield Corp. in connection with the two takeover at 
tempts and the efforts made by General Host to divest its 
block of Armour stock acquired pursuant to the takeover 
attempt. 


General Host was also ordered to adopt procedures to be 
employed “in connection with any plan or attempt to ac 
quire control of any corporation... by means of a tender 
offer, exchange offer, merger, consolidation or other busi 
ness combination or in connection with any plan or at 
tempt to acquire control of such corporation”, where such 
corporations are subject to the reporting requirements of 
the Exchange Act or which have publicly offered thei: 
securities. The court’s order specified the events upon 
which the procedures become operative. The procedures 
nclude, among other things, the appointment of an 
"Acquisition Supervisor”, the convening of meetings of 
appropriate officers and directors for the purpose of ad 
vising them of the terms of the order and applicable federal 
securities laws and reviewing the progress of the acquisition 
attempt (with minutes to be kept of such meeting which 
are to include reports, when reports are made, with respect 
to, among other things, outside contacts, activities of under 
writers, dealer-managers and other agents, financings, and 
tenders of shares), provisions for press releases and prohibi- 
tions with respect to contacts outside General Host. 


Further, General Host was restrained from using the assets 

of the General Host Corporation Employees Trust Estate 

for the purpose of purchasing any securities in connection 
with acquisition attempts and to arrange for the termina 

tion of the Estate by providing annuities to the beneficiaries. 


In addition to the foregoing, Ashton, among other things, 
was ordered to sell within five years the 10,000 shares of 
General Host he purchased from General Host at $12 per 
share when the market price was $23.75 on June 18, 1969, 
provided that Ashton is required to pay to General Host 

any sale proceeds in excess of $12 and any dividends paid 
on the stock, and provided that Ashton may not vote the 
stock. Ashton was also ordered to pay General Host one 
third of the minimum amount of interest lost by General 
Host as a result of its investment in a certificate of deposit 
to fund a bank loan for another defendant in the action. 
Ashton also represented in his consent, among other things, 
that he had resigned from the board of directors of Franklin 
Custodian Fund, a registered investment company, and that 
he would not file an application with the Commission for 
one year for an exemption from statutory provisions pro- 
hibiting an enjoined person from, among other things, ser- 
ving as a director of a registered investment company. 


For further information, see Litigation Release Nos. 5699 
and 5973. 
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